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38.52 croxes; so that 'without havijig to buy any ne-w gold, 
we might be able to issue a gold coinage in India more than 
adequate for all her domestic pui'poses. and yet leave a 
coasiderable margin in the Reserve. 

Turning now to tlie invested portion of the Reserve, "we 
find that the chief ground of attack against the present 
policy is in connection with that portion of the invested 
Reserve which is held in sterling securities in Loudon. It 
cannot be denied that this reseiwe originates at all because 
the Indian people have consented tp use paper money in- 
stead to the extent of the Reserve. It is, therefore, in 
cveiy sense of the term, tlieir money; and the policy which 
keeps a growing portion of that reserve in the securities of 
a distant country can have but scant justification on the plea 
either of abstract justice or statesmanlike pi-udeuce. It is 
indeed, sometimes alleged that the holdings in the Reser\e 
of other securities, besides those of the Government of India 
is in perfect accord with one of the most approv- 
ed maxims of banking. The factors which might cau.se a 
run ■ on tlie Paper Currency are bound to affect, it 
must be admitted, the securities of the Governmeui 

of India. But unless Ave assume that every note in circula- 
tion would be brought for conversion in a lime of panic ;- 
' unless, that is, we assume that there is no need of any pape-r 
currency in India-a mainfestly impossible assuniption-we have 
no reason to apprehend thaat tlie run on the Paper Cuiipucy 
Avill be so great as to demand a forced sale of the securities 
in' times of panic. The proportion of the securities held iu 
the Reseiwe to the total circulation was about 20 per cent; 
and these would have to be sold only after 80 per ecu’' of the 
notes in circulation had been cashed and the panic CA^en not 
there allayed. This has merely to he mentioned in order to 
expose its utter absurdity. MoreoA'cr, the best English sceu- 
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sent oTifside India, wliile Indian labour in Britisli colonies and 
other countries is so poorly paid that its remittances to India, 
hardly come up to half a crore a year. Taking only the safer 
figures on these heads* we find that the excess of “invisible” 
imports under these heads must be no less than 5 erores a year. 
There is, however, a much greater item effecting the ex- 
changes that remains to be noticed. The freight paid to ocean 
transport corporations, and the Banking Insurance Commissions 
payable to non-Indian agency engaged in such enterprise, is an 
item the exact figure of which we are unable to arrive at. The 
trade returns of India do not give a quantitative idea of all 


exports and of all imports ; so that even a rough determination of 
fright charge at average freight rates for specific articles is 
impossible. There are statistics,— no doubt— of the total tonn- 
age of vessels entering and leaving Indian harbours; but that is 
no indication of the volume of goods carried. The proportion,^, 
of freight to vjilue in ocean transport is impossible to standard- 
ize; so that we cannot say that because the total value of the 
foreign sea-borne trade of India is Es. 500 erores, that, therefore, 
tlie freiglit charge at 5 per cent, on an average must be. 25 erores 
The nearest approach we could make to an idea of the amount 
annually payable by India under the head’ng of freight is by 
totalling up such quantity figures of the principal exports and 
3mport.s we can lay hold of ; Avork out the average freight rates 
from the .several Indian ports to the principal foreign customers 
of India ; and tiien total up tiie amount. By this process we 
find that the total goods carried being about 10 million tons the 
amount at the pre-war aA-erage rate of 1913-14 Aimuld be about 
Ks. lu crore.s by Avay of freiglit on the double stream of tlut 
foreign .sea-borne trade of India; and as much as 75 erores 
at the rates prevailing in 1019-20. This huge figure does not' 
attiact as much attention as it deserves, probably because Avhile ' 
our imports arc all registered imlusive of the freight -charge, 




PREFACE. 


This work is aii attempt to make ah up-to-date presehfenent 
of the entire system of Indian Currency, Exchange and 
Banking, and to review all the problems incidental to the main 
topics. The author has endeavoured to illustrate his meaning 
by means of comparison, wherever feasible, with the systems 
prevalent in other countries. He has sought to give point to 
his criticism by giving concrete measures of Reform e.g. 
Chapter VI in Part I which contains a comprehensive scheme 
of legislation for the reform — on the principles outlined in 
the preceding chapters — of the whole system of currency and 
banking in India; or the concluding chapters in Part III 
Which contain definite schemes for the institution of an Industri- 
al Bank for India and a Land Batik. He trusts the schemes put 
forth will be taken as an emeat of his desire to obviate the 
charge of Indians being cxelnsively engaged in destructive 
criticism; and at the same time soive to stimulate the govern- 
ment or the leaders of imblic opinion in India to take in hand 
some such measures of constructive statesinansliip- 

Part of the present ivork dealing witJi the history of the 
Indian Currency system has been borrowed from an earlier 
work of the present writer in collaboration ivith Prof. M. L. 
Tannan of the Sjwlcnham College, Bombay, and entitled 
"Indian Currency and Banking Problem." The text of the 
Currency Reform Act has al'^o been borrowed fi’om another 
work. "Sixty Years of Indian Finance;" but the explanations 
and comments appended have been added for the first time in 
this work. 

K. T, SHAH. 

158, Walkeshivar Road, 

Bombay, 3st July, 1922, ^ 
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CHAPTER I. 


Some Fundamental Principles of Money Fconomy. 

Writers on Money seem to have taken for granted that the 
origin of niOiiey is to be traced to the difReulty experienced 
in an aiTangement where there is no common article to serve 
as the generallj' accepted intermediary for effecting exchanges. 
Says Alex. Del Mai^ (The Science of Money p. 60) ; — 

' ‘ The earliest form of exchange, that which is peculiar 
to rudimentary or savage communities> was barter. 
To i’emedy these inconveniences of barter which 
were disclosed by the progress of civilisation, some 
given commodity of common necessity and pi’oduc- 
t-ion was selected in each community as a rude 
measure of the value of other commodities. ” 

But precisely at what time'tliis discovery of the need for a 
common, miiversally acceptable' medium was felt and met it is 
almost impossible to say. Aristotle declared, and the writers 
who have followed in his footsteps have tacitly accepted his 
assertion as being tantamount, to proof, tliat • 

“ The other and more complex form of exchange grew 
out of the simpler (i.e. barter). When the inha- 
bitants of one country became more dependent on 
those of another, and they imported what they 
needed ^d exported the surplus, money- necessari- 


i 


iy came into use. . * • Hence men agreed to 

employ, in tlieir dealings with each other, something ' 
which was intrinsically useful and easily applicable - 
to the purposes of life, for example, iron, silver and 
llic like.’’ (Arist. Politics 1, 9, 7. Jewett’s edi- 
tion) 

Aristotle is to the western world almost what Manu, for example, 
js to the Hindu mind. No one seems to have seriously question- 
ed his explanation) though, the passage above quoted leaves the 
explanation of the origin of money to be purely conjectural, 
and in places misleading. Ai'istotle, for example, makes money 
a consequence of the growth of foreign trade ; whereas if the ex- 
planation he has given were correct) and money took its origin 
in the known inconveniences of Barter Eeouomy, the exchanges • 
between individuals, in the same eommiinity ' mnstTiioBt-cjeftahily'' 
have suggested the necessity of a common metlium of exchange 
for internal purposes. The coming into contact and social rela- 
tionships between individuals forming a given community could 
not but have an economic aspect, viz., exchange of surplus com- 
modities for the required necessaries by each unit to another, 
The act of exchange must indicate the need for money. Hence 
we juay take it that the requirements of internal trade may have 
had, at least, as much to say in the evolution of Money as the 
deman-ls of Foreign Trade. 

\ 

But setting aside this question of the precise moment and 
occasion Avhich gave rise to what we term Money in the past 
history of niank lul, a (jiie.stion, at most of academic importance 
ilnrl otic, moreover, seemingly insoluble by the historical material 
we cati command, we must analyse the inconvenience of the Bar- 
ter Economy which is supposed to have given rise to the com- 
monly accej ted medium ;'f exchange which has since been term- 
ed Money. U is quite conceivable that the producer, -in any iii- 
case maj, l)y his pcrboual factor or hy the nature of 



tlie production he is engag^. in, produce more of a given com- 
modity than he wants for himself, and not enough of another 
commodity needed bj' him. If he cannot, at the moment he 
wants it, produce the second commodity him^lf, and cannot 
dispose of by his own consumption the first named commodity 
which he has in excess of his requirements, the only way to meet 
his need is to effect an exchange’ with the person who needs a 
pai’t of the commodity, which the first party has in excess of his 
own needs, for- a part of that other commodity which he has not 
in sufficiency. Now it may be that A, our first named party, 
finds tliat B, our second party, wants precisely the commodity x 
of which A ha's a surplus beyond his OAvn requirement, and can 
exehaiige it for y, Avhieh B has in excess of his requirements. If 
, the- excess of each coincides with the need of the other there is 
no furtlier impediment to tlieir effecting the most advantageous 
.exchange ; and even if there is not a precise coincidenoe> we mav 
alloM' a latitude for the developed liuman intelligence hitting 
upon some means of effecting a bargain. But it is just this 
point that constitutes the difficulty of tlie Barter Economy. 
A may. find it extremely difficult to find B, just when he wants 
it, having a surplus of y wliich he is prepared to exchange for 
a portion of x that A wants. To render our illustration more 
concrete take the following: — 

A, a farmer, finds at the end of the season, that he has a 
superabundance of live stock, say one cow more than he needs. 
He is, however, short of the plough, some blankets and a coat. 
Neither the smith nor the blanket-maker nor 'the tailor may be 
Avanting, just at the moment when A wants to dispose of it, a 
-cow; even if each of these is in his own line able to meet the need 
of' A, not to mention the further difficulty that not nne of 
them by himself could gm back to A all the three articles he 
Avants, even supposing that any one of the three wants to have 
a cow. What A wants, Avhat any one of the other three, and, 
therefore, the Avhole host of them making up the given commuui- 



4 


ty want, is some common article wliicli any of tliem wonld be wil- 
ling to take in exchange for tlie article that A offers them, in the 
certain assurance that whenever the holder of the common article 
wants to dispose of it he can get any other article he wants 
in exchange for tliat common article. If A in the above ex- 
ample could part with his cow to a dairyman, or a breeder, or a 
butcher in exchange for such a commonly accepted and accept- 
able article, he maj’- be sure of getting his iron and balnkets and 
coats as and from whomsover has them. The inconvenience of 
a want of precise coincidence would thus be obviated. And, if 
the medium thus selected for effecting exchanges were itself 
minutely divisible and highly aggregatable, its jitility would 
increase all the more. 

It must he noticed that in the exchange effected by the in- 
tervention of a common medium of exchange* though the task 
seems to be ever so much simplified, the transaction in reality 
becomes much more complicated than before. Under pure Bar- 
fci* c.xcliange is a single act, comprising all the elements in 
the. same identical transaction. A wants to exchange bis cow 
for' a plough, and if 13 has got such a plougli, and desires to 
get a cow in exchange, there is nothing for the parties hut to 
make the articles in question change hands. The exchange 
is comidcte. The difficulty occurs if B has not got a 
plough, though he may be wanting a cow; or hav- 
i7ig got a iilongli he may yet not be wanting to ex- 
cliange it for a cow. A must then find some one 
else who would take his cow in exchange for another article, 
wilieh, thougli not necessarily tlie plough A wants, is such, how- 
ever, as would be in much wider and commoner demand than his 
cow, and, tlicrefore, more easily exchangeable for almost any 
other article. If A can get such an article, or if the community 
of which A is a member, liits upon some such article, thanks 
to the repetition of the experience which we have shown A as 
uiulci going iu the abo^c illustration, it would he ever so much 
easier to make exchanges. But because exchange becomes easiey 
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it must not be overlooked that with the introduction of a common 
medium of exchange, the transaction is at least duplicated. 
A exchanges, or, as we may call it, sells his cow to B 
for g a common medium, not beeause he really wants g or has 
any use for it per se, but because of his belief that when he 
wants it to be exchanged for any other article he may happen 
to require, it would be certain to be so exchanged without 
• any difficulty. He, therefore, sells his cow to B for g with- 
- out at the moment kno'wing precisely what he is going to do 
with that g, or what particular wants he may have to 
meet throughly ' its instrumentality. He may, therefore 
keep g until a want is felt, and then exchange it for 
the plougli or the coat or the blanket he requires. The 
single act of barter in the* previous example is now doubled, and 
. cow-g and g-any other article wanted by A-Between the two 
acts may be interposed an indeterminate interval of time. 

Dr. Andersoif of tlie Harvard University* attempting, in his 
monograph on the “Value of Money,” to answer the question': 
“Why money did come to be?” (p. 397^ op. cit.) says: “The 
' answer to the finst question rests primarily in the fact that thex'e 
are differences in the saleability of goods” (p. 401 op. cit.) He 
holds that value and saleability are not the same thing, the former 
being the product of the social mind, the latter the result of a 
number of attributes, which, following Mengei’, Dr. Anderson 
enumerates as follows 

1., Widespread and intense desire for the thing, backed 

by adequate wealth on the part of those desiring it. 

/ 

. 2. Scarcity of the commodily in question. 

3. Divisibility of the commodity in question. 

4. - Considerable development of the market. 

5. Demand for the commodity being more than local. 

6. Cheap and easy transportability, - 
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f . Unrestricted commerce in that article between loca- 
lities. 

8. Demand for the article being constant, not flnetnat- 
ing. 

9. Durability of the article. 

10. Uniformity in quality, permitting standardisation, 
of the article. 

The commodity which posseses the greatest saleability as thus 
created will naturally be used as money. For ; — 

** T£ there be in the market sflme one commodity which 
has a conspicuously higher degree of saleability 
than any other, the more sagacious men in the mar- 
ket will make it a point to get hold of it and ac- 
cumulate it in excess of their anticipated eonsump- 
tion of it. They will do this because they will see 
that they can thereby get other things which they 
do need moi’c easily than- in other ways. With the 
accuimilation of a given kind of highly saleable 
goods, in excess, by a few men in the group, in the 
expectation that the surplus will subsequently be 
used to buy other goods, as yet perhaps not spe- 
cifically determined, we have, not money, but a. big 
step toward money. At first only a few grasp the 
great idea. They .succeed and become wealthy. 
The others see the advantage of the thing, and imi- 
tate them. The prestige of the wealthy and suc- 
cessful meif would induce imitation even if the 
advantage were not clearly seen. Then a tradition 
and a custom grows up. With the growth of tradi- 
tion or custom picking out one or a small number of 
things as particularly desirable ()b;iects to qccumu- 
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late because of their saleabilitj*, -vritli the practice of 
accumulating these articles in excess of intencled 
consumption, money becomes an aecomplishccl fact. 
Tliere is jio need for agreement or legislation. 
jMoney is not, in its origin, certainly, a matter of 
law or conscious public planning.” 

(p. 405 op. eit.) 

This explanation of the origin and development of money is not, 
it must be conceded, quite in accord with the accepted view of 
the older authorities on the point, nor docs it respect very much 
our modern conventions Avhieh regard that only as money which 
has been prescribed by tlie state and regulated aecoiyluigly. "We 
liave not historical data enough to unhesitatingly adopt or reject 
the view as being in eonsonanee with or opposed to the known 
facts of our past. Certain it is, however, that the view acquiro.s 
an amount of probability from the known disposition of mankind 
to imitate. But whether money originated because of a fiat of 
the slate or some kind of social convention, its root must be traced 
in the difiiculty inherent in and in.sepcrable from all barter iraii- 
sactions. 

The foregoing analysis of the oi’igin of Money serves to dos- 
m’ibe and explain its functions. Tlic first service that at all de- 
manded the institution of a common article was to serve for a 
general medium of cxcJiange, to enable people to obtain directly 
the things they wanted, or to dispose of things of which they had 
a superabundance lor things which could at any lime be exchang- 
ed for other things they wanted; even though, in themselves, the 
things so taken in cxclmnge may not satisfy any want. But. in 
making the exchange, it is impossible for rational people not to 
consider the relative value, not to institute comparisons bet 
ween tho thijigs exchanged.- Unless the article selected, at the 
sarno time that* it serves as a common medium of ^change, also 



. iielps to make a roligli comparison in value, it would not be freely 
used as Money. It would, in fact, be unable to be a conunori 
medium unless it is also such as to be a common measure. Prof. 
Kiuley (Money, p. 20) quotes Prof. Boiiamy Price as saying : 

“ The savages who first took to corny shells would 
hardly be upto such a thought as comparing ghods 
witli one another. The given measure was the con- 
sequence, not the motive, of the use of money. 

But he I'ightly observes on this remark : — 

This liardly seems the reasonable view, for we cannot 
believe that a comparison of values did not take 
place even in the earliest use of a medium of ex- 
eiiaiige. Eational beings, even though sav.'igcs, 
would hardly exchange their goods without refer- 
ence to their value. ” (op. cit. p. 20) 

It may be impracticable to seperate the measure of value from 
the medium of exchange. In fact the first articles selecfed 
as money had a value of their omi, being articles of consump- 
tion; and must therefore have necessarily served, and been in- 
tended to serve, both as media and as measure. The difiSculty 
of pure barter which originated tiic money was not merely the 
absence of coincidence in the dcsii-e for exchange. There was 
also Ihc difficulty, even if the coincidence of the mutual desire 
for exchange look ifiace, of hoW' the articles sought to be ex- 
changed against one auoyier were to be measujed. How many, 
coats or blaulcets was the cow to fetch, or how much of the plough 
iron, was a difficulty not a whit less urgent than the difficulty of 
finding a pei-sou who had precisely the articles one -wanted to be 
exchanged for one’s surplus. Without, therefore, attempting 
to determine as to which of the two functions of money, medium 
of exchange and measure of value, was the first in pohit of time, 
and, therefore, more important, we may content ourselves by 
regarding these two as the primary ijmetjona of money. 



; Jiist as money,’ acting as the mediiim of exchange* simplifies tran- 
saction, so we may say money, acting as the measure of value 
' simplifies thought and the ascertainment of results. The need 
for a measure is intellectual rather than physical, while that for 
a common medium is more material. Any object of value may 
be used to measure the value of any other object, just as we may 
use any piece of ^weight to measure the weight of any other piece. 
But such a simple comparison can tell us Only that A is heavier 
or lighter than B, or more or less valuable, as the ease may be in 
our particular comparison. It will not tell us how much exactly 
is the weight or value of A by itself, or how much is the s,uin 
total of the weight or value of all these articles. Take the in- 
stance of a shopkeeper dealing in buttons, -dhoties, nails, butter* 
eggs, flour, wire, sugai*, corn and matches. Assume that there 
is no common measure, but that the customers of the shopkeeper 
also make and deal in the same things, using the shop as a sort 
of clearing house. The shopkeeper must, in the absence of a 
common measure, know the value of eveiy one of these articles 
in terms of every other. If there are a dozen commodities he 
will have to remember 66 different comparisons; but if they 
choose only one of these commodities to form a common measure, 
he would only need to remember 11 ratios, i.e. the prices of each 
of the remaining 11 articles in terms of the twelth selected as tlie 
common measure. 

^ There is, however, no single commodity which can serve as 
ah absolute measure of value, as there may be an absolute mea- 
sure of length or weight, for instance. The latter type of mea- 
sure, lilte a meter, is an unvarying unit; but the measure of value 
commonly selected in all civilised communities, of which we have 
any historical knowledge, has never been a fixed, absolute, un- 
varying -measure of the relations of that commodity with other 
commodities which are -constantly changing their relations inter 
se, as also with the commodity selected to ftmetion as a common 
2 



measure of value. It may» indeed, be that a given commodity 
may have qualities wbicb enable it to minimise these alterations, 
and resist those influences which affect Jls own value in terms of 
other articles. The moi’e complex a community becomes and 
the more fully the nature and functions of money are understood, 
regulations may be devised to obviate the effects of the variations 
taldng place hi the value of any group of commodities from af- 
fecting the value of the money material. But, in spite of all the 
qualities that the selected money-material is assumed to possess 
or endowed with, in spite of all human ingenuity notwithstand* 
ing it is impossible to find any single article which would alter 
exactly and in a compensating manner or direction, with in- 
numerable other articles. 

While, therefore, it is possible to hit upon a commodity 
which can satisfactorily discharge the function of a common 
hiedium of exchange, being generally acceptable, it is impossible 
to find an equally suitable measure of value. This constitutes 
a radical dift'erence between the two primary functions of money 
serving as a medium of exchange and a measure of value. A 
common denominator of values is used to measure value; the 
medium is used to transfer values. The tn^o processes are entirely 
distinct even when performed by the same article. And this is 
another peculiarity of the commodity serving as money. While 
the scales which measure the Aveight of a commodity cannot 
do the duty of the horse and waggon that transfer the Aveight 
of the same co'iumodity, the same piece of gojd or silver, for ex- 
omple> may both measure and transfer value. 

Derived from these primary functions are some secondary 
iunctions Avhieh also may be noticed iq passing, especially as 
in modern societies they actually appear to have more impor- 
tance than tlu? original or primary functions. An act of ex- 
change, performed by the iiilervention of a common medium of 
exchange, Avould iuvolA*e some lapse of time before the medium 
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itself is- exchanged for another latility or cdmmodily. In every 
such lapse of time it is important, however, that the article 
serving as" the common medium of exchange, which is received 
by every one in the firm belief that whenever ijpquired that 
article itself can be exchanged for any other article mthout 
Jet or hindrance, should not fluctuate in its own value. Many 
an article can be suitable media of exchange IE the exchange 
consists of a single act) or if the whole of the exchange 
is completed without any lapse of time. But in exchanges 
involving any- considerable lapse of time, within which serious 
economic changes may have taken place affecting the values of 
the articles exchanged inter se, the question of the choice of the 
medium of exchange becomes further complicated by the ne- 
cessity to guarantee that the article adopted as the common 
medium will itself not lose or increase its value in reference 
to other thingk .The 'mediiim will be a good medium and a 
measure for any length of time, /only if it can serve as a 
Standard of Deferred Payments as well. As already observ- 
ed, in practice it has been found impossible to discover any 
single commodity which will retain its own value, in reference 
to innumerable other things, each ©f which is liable to be 
affected by its own peculiar factors, unimpaired, and always 
changing simultaneously, and sympathetically in reference to 
all other articles. But, without much regard to the absolute 
requirements of strict economic tlieory, the world has in 
practice used the same articles indifferently as Medium and 
Measure of Value, as well as a Standard of Deferred Pay- 
ments; not because the articles sOiected have afforded a work- 
ing guarantee of its unchangeability, but trusting rather in its 
own regulations suggested by human experience and devised 
by human ingenuity to obviate or minimise the effects of -such 
variations as do take place in fact. A perfect Standard of 
deferred payments must aim at placing the debtors and cre- 
ditors always in the same relative posillon at the end of the 
cojisests of a single act, or if the whole of the exchange 
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contract, as they were at its beginning. Though, admittedly' 
impossible to satisfy these rigorous demands of' distributive 
justice, the practical necessity for some such standard has 
forced the business world to adopt a commodity for a stan- 
dard, which, while admittedly incapable of meeting the abso- 
lute test, provides more nearly than anything else all the 
essentials of a desirable standard 

#* 

Closely connected with this function of the Standard of 'De- 
ferred Payments, is another function of a Store of Yalue- 
Because in an act of exchange, performed by the inter- 
vention of a eoimnon medium of exchange, an interval of time 
elapses between the sale of any commodity for the common 
medium and the disposal of that medium for another com- 
modity or utility required ; and because this interval of time 
may be indcfinitly prolonged at the .discretion of the holder of 
tlie common medium, the medilim acts during the inteiwal also 
as Store of V.due. Money is a form of wealth so easily trans- 
mntablo that people often take it in exchange for articles, 
which they would themselves want at a later stage, 
bocansp of the belief that money is safer than those 
articles then\selves. And this applies even to those 
articles, which by nature, ai’c not perishable. Even among 
highly civilised communities, like the British at the 
outbreak of the last great European War, there is 
a marked tendency for the people to hasten to convert their 
other forms of wealth or claims to wealth into Money, under 
the belief that the latter would be more easy to hold or con- 
ceal, should the exigencies of circumstances compel the orga- 
tiised might of the community to make unreasonable demands 
\ipon the resources of iudividnals. Apart, liowever, from such 
nxtiuord inary eases, and speaking only of the more commonplace 
and everyday concerns, we may say, that in every case where 
a seller of goods i)arts with them for money, with the inten- 
tion only to get his wealth in a form which will keep, the" 
operation may fitly he described as storing up value. It must 
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be remembered, however, that the storing function discharged 
by the money material is not independent of its more primaiy 
function of serving as a Medium of exchange, but is only an 
artificial emphasis on a given stage in the completion of a 
transaction in exchange. 

To these four main functions of Money, refinement of ana- 
lysis has added several more. Thus Dr. Anderson (op. cit. 
p. 418) adds three other functions to the four already- 
enumerated, and calls them, “Bearer of Options,” “Legal 
Tender for Debts,” and “Reserve for Credit Instruments.” 
With all respect to the learning and acuteness of Dr. Ander- 
son’s analyssi, we are unable to consider these in the light 
of functions of Mones’’. Thej' are the result of stressing, some- 
.what unduly, one or the other attribute of a money material. 
Thus Dr. Anderson observes: — 

“ The Bearer of Options function is often iden- 
tified with tilie Store of Value function. The 
two are properly distinguished. If a man has 
in mind a definite contingency, at a definite fu- 
ture time, for which he wishes to hold a store of 
value, he may well find that a high yield bond, 
6r a loan upon real estate, or any other produc- 
tive investments, will serv'e him better than 
money or bonds with a wide market. So far as 
money is concerned, the “Bearer of Options” 
function is much more important than the “Store 
of Value” fmiction to-day. The reserve of value 
in liquid form for undated emergencies would, from 
the point of view of this distinction, come under 
the Bearer of Options function, rather than the 
Store of Value function” (op. cit. p. 425). 

The distinction between providing for dated and undated 
emergencies is, to say the least, ultra rsfingd. And the de- 
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inonslrntion that for a definite emergency at a definite date a 
loan on real estate may he more produetive assumes a saga- 
city in the human mind at a time of panic or in a state of 
unenlightened and unreasoning acceptance of tradition, which 
has no support in the actual facts of the ease. Similarly, too, 
his institution into a separate independent function of a “Re- 
serve for Credit”, or “Legal Tender” for the discharge of 
debts. Tliese are aUribuUs with which a commodity, once 
selected for use as many, is afterwards invested by the growing 
consciousness of a community, for the sake of greater conve- 
nience, an easier facilitation of exchange. The need for a re- 
serve for credit instruments arises at aU, because Money con- 
ception has been refined and complicated so as to include 
immaterial things, viz. claim to wealth, also, into Money. But 
this refinement and complication has nothing to do with the 
fundamqntal functions of money. Those functions, a Medium 
of Exchange and a Measure of Values, are the dictating ne- 
cessities which give rise to the very idea of Money. The 
two other functions, derived from the main functions, are 
resolvable into the same pi’incipal functions. Our classing 
them apart is not with a Anew to indicate any generic diffe- 
rence between the Medium of Exchange and Measure of 
Value functions on the one hand, and the Store of Value and 
Standard of Deferred Payments functions on the other 
hand. The derived functions arc mentioned apart to em- 
phasise -their greater practical importance to-day, as things 
stand in actual life. Di-. Audenson’s refinements must, there- 
fore, be dismissed with only this observation; that while they 
indicate some important attributes of money wliich are im- 
posed upon the original materials for the greater convenien- 
ce of society, and have occasionally assumed in pactice gl-ave 
importance, they cannot be regarded as the principal,- much 
less a§ the primary, functions of Money. 

There is another of Dr. ^derson’s coptribution to the 
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analj’sis of our concepliou of money which'cannot be so ligbi- 
Ij dismissed. 

In general, tlie standard of deferred pa 3 mienls and 
the measure of value fimctions do not, per se, add 
to the value of ulonc 3 ^ The legal tender function 
may or ma}' not do so. The medium of exchange 
function, the store of value function, the reserve 
for eredit function, and the Bearer of Options func- 
tion) normally do occasion an added value, which 
is to he attribited to monej*, either as a capital in- 
crement, or as a rental. ” (op. cit. p, 436.) 

The value of monej' is geiierallj' assumed by writers on the sub- 
ject to be determined by tlie usual factors of supply and demand, 
as manifested by tlic cost of production of tlie money material 
combined with tlie po.ssibilitj' of devi.sing substitues, as well 
as with the rapidity of eii-culation ; and the introduction of 
credit instruments, which can be described as Money only by a 
_very seiious extensioji oi the meaning of the term. Di*. Anderson 
has set himself, in the work under reference* to study carefully 
the explanations, hitherto offered for the cause conferring its 
value on Money; and has elaborated an explanation of his own 
which, may briefly, though scarcely adequately, be summed up 
thus: the value of all articles, including that of the money 
material, is determined by' the socwl mind, acting upon supply 
and demand. 

“ The value' quality,” he says, “is psychological in 
character. It rests in human minds. But Not in, the 
minds of individuals thought of separately. It is . 
a complex of many individual mental activities, • 
higlily institutionalised; and' including legal and 
moral values, hopes and beliefs and expectations, 
as well as the immediate intensities of men’s wants 
for consumption goods.” (op. cit. pr41)" 

- Under his conception of value, it would not be surprising to 


find the factors above mentioned as themselves affecting the 
value of money, or even conferring or adding to that value. Thus 
he explains the causal force in the Medium of Exchange function 
of money by postulating that exchange grows as a natural 
product from the institutions of private property and private 
enterprise supported by the division of labour. He then, argues, 
or assumes, that : — 

Values may be created by changing the forms, the 
time, the place, oi' the ownership of goods.” 

On this assumption it follows that those who have money are in 
a positin to levy a toll on those who wish to dispose of the 
surplus goods they have produced. This toll represents the added 
value of the money material. The form in which the toll may be 
disguised may be a sort of rental paid for the use of the money 
article, e.p. interest on short term loans, or may in some ca- • 
ses even assume the aspect of .capital increment or appreciation. 

This explanation of the learned doctor is impossible to 
combat effectively without a satisfactory rival theory of the 
value of money. If we accept the first proposition in this 
chain of reasoningjOiz. that value is a human conception, not 
an inherent attribute of the articles said to have value, there is ' 
nothing for it but to accept the conclusion that certain functions 
of money do add to its value also. In a society where exchange 
is non-existent, or where production is for use only and not for 
exchange, the necessity for elaborating the idea of value would 
he proportionately diminished ; and the conception of value will 
rather have to be on the lines of inherent qualities of the articles 
which arc supposed or admitted to have any value. In a society. 
Jjowcvcr, like oui- modeni soeety, predominated by the idea of ex- 
change, the analysis of value cannot but lead realistic minds like 
Dr. Andcr.sbn’.s to .stress the aspect of exchange value only. By 
way of criticism of Dr. A.nderson’ remarks quoted above, we shall 
only add that the functions of money, wliich he believes add to 
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the value of money, do so only in a conception of the term value, 
ivhich is indissolubly conneelcd ■vvith the idea of exchange, Tvith 
the deniands of an exclusively commercial community. But that 
it is not impossible to conceive of value independent of exchange, 
and that in such a case vre must consider Value to be determined 
by the intrinsic quab'ties of a gh'cn article. Tho.se hitrinsic 
qualities must, of course, have definite correlation to specific 
human wants. But on this idea of value independent of ex- 
ehange, there can be 3io quc-stioji that a particular use of a given 
article add.s to its value. Tlie articles is used, oi- would be used 
at all because it has value, i.c it has some definite correlation to 
a specific human want. No function ‘of monej’’ can, under such 
a thcoiy> be said to add to its value, much less to cause or create 
the value. But assuimng that the commodity selected as Money 
has some inherent qualities which confer its omi value, the 
questio3i ne>xt arises as to how Ihi.s value is to be measured. 
The money article serve.s, a.s we have seen, aa a common demiin-- 
'inator of valufes. To denominate its value we must, thei’cfore, 
look to the aggregate of all other values, or. as the economic 

phrase generally ado])fed for this purpose expre.sses it, wt 
nni.st look to the general price level for measuring the chan- 
ges if any in the value of jnoncy itself. The measurement of 
this change is important, Jiot merely from the academic 
standpoint, but also from the' practical significance of as- 
certaining what a given 'quantity of the money material cau 
buy in different places, particularly to a capiab'st Avho has 

his iuvestments in a number of jjlaces. But, more important 
still, we must try and establish substantial justice between 
debtors and ereditor.s in all contracts which by their very 
‘nature will take time to be consummated. If the money 

article is susceptible of any serious varfation iji its value, 
anti if we can devise, not a corrective to prevent the varia- 
tion or ' rectify when a variation has actually occurred, but 
rather a means of determining the exact extent of tlie' varia- 
d - 



tion; tlien, in order to prevent the debtor or the credi- 
tor in a long term, contract benefiting at the expense of the 
other, all we would have to do will be to ascertain the (sxtent 
of the variation, and order the amount to_be reimbursed by 
way of compensation. The problem that we have to solve 
is in the words of Dr. Kinley (Money p. 226) — 

“ What we are called on to do is to determine, in 
the first place, the relation of a certain property 
of one variable, A, which is subject to nume- 
rous, undetermined causes of variation, to a 
similar property posseseed by a multitude of 
variables, of which A itself is one similarly 
subject to numerous causes of variation, which 
are not fully known; in the 'second place,- to do 
this for various timespas to compare these ra- 
tios, although in the meantime new causes of 
variation may have come and old ones inay have- 
dropped out and the relative importance of the 
various causes may have greatly changed". 

The solution of this problem is to be found in what are ^ 
known as the Index Numbers. An index number may be 
defined as; — 

'* An index number or relative price of any given 
article at any given date is the percentage whicb 
the price of that article at that date is of the 
price of the same article at a date or period 
which has been selected as a base or standard.” 
(Moulton; Principles of Money and Banking 
p. 260-1, following the definition in the Bulle- 
tin of the U.S.A, Biu’eau of Labour Statistics * 
VII, 1002, pp. 195-214). 

If the price oi wheal is 5 seers per rupee to-day, and 7-j 
seers six mouths afterward.s, the price of 0 seers will be 
U-lU-b, or per cent. But it may be that the price of 
the sipgle article selected is misleading. Hence a num- 
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her of represeiitntive ’ nrticlos of common consumption are 
collected, their prices earefnllj* compiled, and then averaged 
for a given period, which is to serve as the base. The base 
price of each article is indicated by 100, and all other prices 
of the same article are expressed as percentages of the base 
price.. The following simple illustration may be quoted from 
Dr. Kinley (op. eit. p. 229) to explain fully the fundamental 
idea of the Index Numbers. 


• 


1860 

1890 

1900 

Steel, per ton 

* ••• 

25-00— 100 

23-00—92 

26-00—104 

Corn „ Bushel 

• •• 

•50—100 

•4,5~-90 

•55—110 

Wheat „ ,, 

4«l 

•90—100 

-9-2—102 

■95—101: 

Wool „ pound 


■ --SO— 100 

■20—834 

*2>;— 90 

Coal „ ton 

f •« 

2-00—100 

l-30~-90 

MO— 105 

Sugar „ bbl. 

« to 

)r>-oo — 100 

i4.r,0— 9G| 

M ‘00- 


In the first period, 1880, the total of all six prices is 600, 
wliich, divided by 6, the number of articles noted, gives the 
average and. the base price as 100. In the next period the 
total of prices is 554, which, divided by «6, gives 9-2J or 
tlie pi’ices fallen as compared to 1880, in 1890 by 7| 
per cent. In 1900 the total is 607, which, divided by 6 gives 
by 6 given the. average of 101 lj6, or the prices .have risen 
tlie average of 101-i or the prices have risen by 1-^ as 
compared to 1880 twentj' years later. 

~ -The utility of the index number is very considerably 
tindermijied by the impossibility of recording the prices of 
all ' the articles that fprm the subject matter of exchanges, 
as well as by the practical difSculty of gmng to each article 
its proper importance in the construction of the index num- 
ber, not to mention the by no means insignificant point about 
the actual compilation of the price list. Though statisticians 
are devoting more and more energi"^ to the perfection of this 
instrument,' however rude, for establishing substantial jus- 
tice as between the debtor' and creditor interests jn our 
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eomimiiiity it lins as 5"et liavdly reached' the stage of practical 
])olities. 

A discussion about the functions of money is bound 
to suggest the qualities required in the money-material. 
From the chain of arguments given above it would seem , 
that the first requisite in a good money -material is va^iue 
iji dependent of its use as money. The V'alue of . many • 
of our most important forms of modern money is' 
no doubt, largely, if not exclusively’-, determined by custom- 
or legislation ; but custom cannot operate . and laws can- 
not be made to establish a commodity -as money without 
some substratum of insti'insic value. No material will be ' 

found universally acceptable unless it has some value of 
its own, apart from the value given to it by its constant 
use as a common medium of exchange. ~ Moreover, even if 
almost anything would do for passage between buyers and 
spllers to effect an exchange, not eveiything will do to act 
ns a standard or a store or a measure of value. To fulfil 
tliese functi6ns adequately the money-material must be con- 
veniently port able, durable, der’-isablo into pieces of vax’ious 
sizes and easily recognisable by its appearance. It is true 
that in a complex soeiety, where the people have passed 
the stage jvhen a concrete material is needed to serve as 
money, and where a more perfected mechanism of exchange 
lias restored barter for all pi’aetical pui’poses all these requi- 
sites may be of secondary inportance; but until that stage 
is reached the money-material must be a concrete commodity 
of some intrinsic value of its own, easy to carry about, con- 
venient to store up, undestructible, ^unmistakable, possible 
to break up ino subdivisions and each division capable of 
retaining the identical appearance and the same value in 
proportion. 

AVe need not attempt a lengthy explanation for each of 
these qualities. AVe have already given some reasons to 
show the necessity of some independent value in the money 
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'material, besides Ihe eonventioiial value which its use as 
money gives it. For a short period, and under exceptional 
emergenc3’' an apparently valueless . article, like our modern 
paper money, maj’- continue to circulate and discharge all 
the functions of money; but %vhatever the force of conveu- 
tion and legal enactment may be, such an article cannot be 
forced upon the people and circulate as money for an in- 
definitely long time. As regards portability it is obvious 
that the value of money may be influenced by its relative scarcity 
or superabundance in one place as compared to another. 
To remedy such a state of things it is necessary to counter- 
act, the superabundance in one place by means of the scarcily- 
in another, land to carry that" out it would be indispensable 
that the monej’-material be capable of easj* transportation 
. with the least inconvenience and cost. And this is altogether 
independent of its value as a store of value. As regards 
indestructibility, if the money-material is to be constantly used in 
commerce, and if its value is to endure unimpaired, it is self- 
evident tliat' the material chosen should be able to resist the 
wear and tear of daily- handling. Articles of higii intrinsic 
value, like those of food, are yet unsuitable for the purposes 
of mouej', for the simple reason that tliej' cannot last be.vond 
a very short period of time. It is impossible to keep a 
- large stock of such articles and it would be extremely incon- 
. venient to cany them from place to place, TJje quality of 
homogeneity is needed because the monej'^-material requir- 
ing to be broken up in different parts, all the sections must 
be of the same kind. For if not, if one piece is valued more 
than another, the utility of money as a medium of exchange 
would disappear. ' Divisibility also is iiecessarj’- because 
money has to serve as a measure of value. The stability of 
value of- the money-material is essential because if th-i 
buyers and .sellers arc to receive their just value for the 
articles they excliange the article serving as money must re- 
tain their value unimpaired at all moments of time. This 
question of stability has attracted the attention of waiters 
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from very early times, anrl -we earmot yet say that we have dis- 
covered a racditim of exchange absolutely proof against va- 
riations in value. StiU, for a good money-material this is 
perhaps as important a quality as any other. 

All these qualities are found, in a greater or smaller 
degree in what have been called the precious metals — gold 
and silver. They have an intrinsic worth from their lustre 
and brilliance ; and tlieir great scarcity couj)led with the cost- 
of producing them, gives them a high value on account of 
whicli they are used as ornaments, even independent of\ the 
ages old convention which has made them the material for 
money in all civilised countries^ They are not liable to rust 
or decay or destruclion through the ordinary wear and tear. 
Pieces of gold and silver are all alike, and the inscriptions 
and designs impressed upon such pieces make them easily 
recognisable. Embodying eon.siderable value in small bulk 
they are convenient to carry about and thus help to keep 
their own value at a fairly steady level, lienee the pre- 
cious metals have been generally .adopted as money — mate- 
1‘ial. 


FORMS OP MONEY 
(a) Metallic money. 

After examining the functions and qualities of the money 
material, we must next discuss briefly the various forms of 
money. As the precious metals fulfil almost all the require- 
ments of a good money-material they are and have been 
.the most important form of money. The metallic money 
of"’to-day consists chiefly of gold and silver assisted by 
copper, bronze or niekle for small change. Pieces of these 
metals, stamped with the device of a Gpvernment . or any 
other issuing authority, and certifying thereby the weight 
and finene.ss of these piece.s, are called coins. The requisRes 
of a good coinage have been thus laid down; accuracy in 
composition, convenience of shape, size and weight, difficulty 
of counterfeiting and coguisibility. The shape and the sizp 
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and the stamp and the design all combine to give the coins 
these several qualities. The chief evil that the coining autho- 
rities have to guard against is that of counterfeiters. .The 
laSvs of almost all countries have ordained in vain heavy 
punishments against false coiners. This small class will 
continue its occupation, iuspite of all its risks, so long as that 
occupation remains at all profitable. Mint oflScials must, there- 
fore, press into their service aU the devices suggested by every 
advance in metallurgical and chemical sciences. In order to 
guarantee the weight and the fineness by the impressed stamp 
it is essential that the riglii of coinage be vested in some re- - 
cognised authority. The rampant individualism of the last 
' century could not accept without question the practice 
of century pasts, and the question was discussed 
whether the right of coinage also .should not be taken away 
from the- State. Every one, however, who has studied at all 
the principles^bf monetary science; every one who apprecia- 
tes the' immense importance of this right in modern commer- 
cial communitie.'f; every one who understands how much de- 
pends upon the correctness of the weight and fineness the 
coin is certified to possess Avill readily admit that the right 
of coinage must be vested — ^preferably as a monopoly — ^in the 
State. Times were, indeed, when the head of the State could 
AvilfuUy debase the current coin of the realm in the hope of 
.some small tempor^ary advantage to himself. But the grow- 
ing sense of responsibility to the pubHe, and the increas- 
ing diverg’ence between the function of the State and the 
will of the soveriegn may well assure us that a deliberate 
debasement of the coinage for some temporary personal ad- 
vantage is now impo.?sible. Another objection against leav- 
ing the X'ight of coinage in the hands of the State is the pos- 
sibility of immense profit arising therefrom. We may pra- 
,vent such heavy profit by making the legal value of a coin 
conform as.neai'ly as can be to its market value as^a piece 
- of bullion; or' by setting the profit apart as a reserve to be 
used for specified curr^cy purposes. .Even if we do not do 
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so 5t wonld be Ijctter tliat these profits should go into die 
public treasury than in the poclcets of private person. Mo- 
reover it is much more economical to coin at one place than 
at four or five with all the corresponding multiplication of 
machinery &c. And finally if there is any loss through the 
ordinary wear and tear it would be much .more just for the 
state to bear it than pi’ivate persons. In any case the right 
of coining monej' must be a public monopoly Avith open mint 
for the coinage of standard coins. It must be a monopoly ' 
because it Avould be imposible to guarantee the same 
Aveight and fineness in all the coins of all the private moneyears; 
and the chances of debasement multiplied as often as there are 
moneyers. 


We may mention here that though so far coins have been 
spoken of as if their only use Avas for momentary purposes, it 

must not be forgotten that they often serve as medals, as histo- 
rical mementoes struck to commemorate a pavticiilar event. 
This use of a coin is becoming rarer ; but the fact that the 
histoiy of many of the 'most ancient peoples of this Avorld has 
been pieced out from the slender records left by such coins 
proves conclusively that in the past at least this use of coins 
Avas not negligible. ^ 
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• PRINCIPLES OP COJN CIRCULATION, 

The limited scope of this book AA Ould not permit us to try to 
unravel the mysteries of coin cij’culation. We must cojitend 
ourselves by mentioning only a I’cav impovtiuic hiAVs in 
passing . The most important of these is the so-called 
Gresham’s laAA% AA’hicli may be summarised, as folloAVs: 
When superior money is in circulation side by side Avith the in- 
ferior money the latter Avill gradually drive the former out of 
circulation. It is true a slight superiority is not easily noticed 
by the public; but the class of money changers, bullion dealers, 
bankers, gold.smiths Avould notice the slightest difference and 
sort out all the best coin they get to be stored up at home or for 


v,.-’ 


purposes of export abroad. Tbeir action is impossible to be 
counteracted by tbe public since, while in other things each in- 
dividual can choose the best for himself, in the ease of coins he 
is' unable to do so. Receiving them for his goods or services only 
to exchange them for other commodities, he is content to take any 
coins which are certain to pass from hand to hand. The con- 
ditions for the operation of Gresham’s law must of course be 
fulfilled before the superior money is driven out by the inferior; 
one of these' conditions is that both kinds of money must have full 
legal tender quality and the other is that the total currency must 
be in excess of the country’s need. When these conditions are 
fulfilled -the rest is only a question of time. 

Another analogous principle of currency deals with the 
composition of the coinage system. Since in all countries at one 
time or another both gold and silver have been full legal tender 
currency, the question has been asked whether there is any advan- 
tage in maintaining one simple metal as the standard metal. The 
. ‘‘Battle of the Standards” has been a long and furious one; and 
though monometallists seem to take it for granted that we have 
seen the last of it, a careful examination of the subject makes 
it by no means clear that we are even now completely through 
with the fight. To us in India the question of bimetallism vs, 
monometallism is of peculiar importance ; and though discussed 
in other chapters we must here mention the fundamental ideas of 
bimetallism. The double standard has the support of historical 
tradition in this and other countries; but to maintain that system 
well in modem communities it is essenial that a ratio be fixed 
between gold and silver at which the two metals should exchange 
freely. We cannot of course fix any ratio that catches oui 
fancy and this is one of the greatest obstacles in the way of a 
practical realisation of workable bimetallism. The ratio bet- 
ween gold and silver has oscillated backwards and forwards so 
violently that the bimetallists of India, the United States anrf » lie 
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Latin Union, witli tlie best ■will in the world, could not succeed 
in their endeavours. The ratio to be fixed must correspond to' 
the market ratio and must be accepted by aU that adopt a double 
standard. Unless this is done Gresham’s law would operate 
and bimetallism will be rendered impracticable. The ratio bet- 
ween gold and silver in India some thousand years ago was 1 : 
8,, Under Akbar it was 1 : 9.4. and in the last century it rose 
to as high as 1 : 30. The constant change which the last cen- 
tury witnessed in the relative value of the two metals rendered 
an agreement on a definite ratio impossible and so the double 
standard was doomed. After fixing a ratio, the countries 'ac- 
cepting a double standard must keep an open mint for the coinage 
of both metals, and must make the coins of either full legal tender 
at the ratio agreed upon Unless the coins of both metals are 
legal tender at the agreed ratio to an unlimited extent the double 
standard will not exist in practice. 

Tliose essential conditions fulfilled, the double standard may 
be worked ; but even then the adoption of a double standard by 
any one country in the face of the single standard of all its ne- 
ighbours would tend perpetually to unbalance the double stand- 
ard. To be successful the double standard must ijrevail over a- 
large area, and, at a pinch, tlie disturbed ratio in one country 
must be capable of correction by the import or export of the 
metal in question from or to the other countries* 

The greatest advantage claimed for their system by the ad- 
vocates of bimentallism is that a double standard prevents with 
case violent fluctuations in prices. If the market value of one 
of the standard metals is in excess of its mint value in terms of 
the other standard metal, then this under-valued metal will, 
by the action of Gresham’s laAv> be gradually driven out of cir- 
culation. But its displacemcjit from currency would lead to its 
superabundance in the market for other purposes, and - tbia in- 
creased supply in the market helps once more to rest ore the ba- 
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laneo. * This is Tmowii as tlio “Compeusntoiy Action” of binio- 
tallism,- and it operates more readly in leagnc of bimolaliist 
nations than in the ease of a smgle community ; for -while in the 
former case there is nothing to be gained by seeking to export the 
undervalued metal from one country to another*/ in the latter 
case the requisite excess in supply may not be brought about 
owing to the action of exporters. And the value of the medium 
of exchange being thus fixed with reference to two commodities 
instead of one, its stability will be relatively greater. For the 
causes which may affect the production or use of one of them 
maj’’ 3iot affect at the same time those of the other; and, then, 
even if the .supply and demand of one of them being affected its 
relative value is altei'ed for the time, it would only be a tempora- 
ry alteration, .sure to.be antomatieall.v rectified b}* the comprn- 
saiory aciion of the double .standarxl, while the general pi*ico 
level I'cmains all the time entir*ely urraffeeted. 

The advantage of a stability in prices is no doubt eonsider- 
al'o ircugli to incline u.s, a priori, in favour of bimetalli.sm, 
apart altogether from special eondition.s of India. But the rao- 
nonietallist.s too, must be given .some credit for the .special ad- 
vantages of their system before we can form a balanced judg- 
ment. ■ Thej: point out that a .single gold standard is more use- 
ful for the larger international payments which every country 
has to make nowadaj'S. For gold is more easy and convenient 
for export than silver and consequently lends itself more readily 
to a -readjustment in .the general price level. Moreover the 
bimetallist -system would cause fi-equent, though minor, fluctua- 
tions each time that one or the other metal gets over-valued or 
under- valued ; and we cannot accept that frequent minor fluctua- 
tions are a lesser evil than the rare though considerable fluctua- 
tions of a single' standard. And even as regards the compensa- 
tory action of the double standard it -may be said that while it 
looks quite convincing on paper, in practice we cannot depend 
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on the action unless yre can go on indefinitely substituting one 
metal for tbe other according to‘ the changes in the market and 
the mint ratios. In fact it is quite conceivable that the under- 
valued metal, instead of being driven out of circulation may re- 
main in circulation but at a premium* The price level under 
'these circumstances ‘cannot but be seriously affected; and the 
chief advantage of bimetallism cannot be realised. At the pre- 
}.;eut moment almost all the leading counti’ies have adopted gold 
standard in Que form or another. Countries with an originally 
silver standard are no doubt even now interested in the restoring 
the double standard with a ratio fixed by an international agree- 
ment. But the weight and experience of the gold using countries 
is decisively against such a step and so we may take it that 
for the lime being at least silver is gojnpletely ousted as a stand- 
ard metal for currency. ■ 

, (b) Paper Money. ' 

Another form of money consists of all sorts and varieties of 
])aper money, -whether they are convertible or inconvertible pro- 
missory noties, issued by banks or by tlje Government, or those 
numerous credit documents Avhich, being negotiable from hand 
to hand) have practically all the qualities of money in the busi- 
ness world. There are various reasons why in civilised and 
progressive countries money of this kind should be substituted 
for metallic money. Paper money for instance is cheaper to 
produce than metallic money of any kind. Apart from their 
rarity gold and silver are very difficult to produce and so' their 
price must no doubt be affected by the cost of production. Paper 
money on the other ^hand is cheap in the extreme and we may 
take it that its cost of production is almost insignificant. The 
value that tliis form of money acquiries is exclusively due to 
legal enactment or commercial convention. It has no intrinsic 
value. From one point of view, therefore, it is about the best 
money that gould be obtained for the use of mo dem hnsines B 



world with all its iiitvioney. Besides a heavy cost of prodnetiori 
metallic currency is very difficult to handle. There is always 
the risk of mistake in counting; there is • always, 
the chance of counterfeiting and consequent loss to honest traders 
hy the receipt of base or false money; and, above all, when 
money is to be carried from place to place the weight 
of metallic currency' even in the most precious metal-gold 
is a positive bar when it comes to the que.stion of transport 
of large sums. In all these respects paper money is ccrtainl5’’ 
superior to metallic money, provided there is full confidence 
in the solvency of the authority issuing such monej', and 
provided ample precautions have been taken to guard against 
forferies. If to all these qualities paper-money adds, as it 
no doubt does in the hands of bankers, the additional ad- 
vantage of saving interest then the case for paper-money 
becomes very strong indeed. 

KINDS or PAPKE irONET. 

A.<! already mentioned above paper money is of varions 
kinds. It may be (a) repre.sentativc money as exemplified by 
the certificates of depo.sits. With the exception of the United 
States these are insignificant at the present time in the modem 
highly developed nations of pi'ime importance, though possibly 
thej’^ are the oldest form, (b) Promissoiy notes issued by banks 
or by the government and payable in legal tender by the issuing 
body on demand. Such paper is called convertible to distin- 
guish it from inconvertible paper, which, though in the form of 
a promissory note, by set design or by the force of circumstances, 
cannot be paid in legal tender money. The question as to who 
should issue papermoney has been widely debated in the past 
and not yet difinitely solved. Originally paper money used to 
be a form of Bank money and was issued almost exclusively by 
banks. They would meet the needs of their customers by ad- 
vancing them loans or by discounting their bills in their own 
paper. Since the banks can issue it only as their customers de- 
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inaTide'd, it follo-wcd that there' eotild not be an oxeefssive issno of , 
snch paper in a conntry -where the banking enterprize was pro- 
perlj’' conducted. Moreover it would be an ideal foi’m- of cur- 
rency since as the need of the trade demanded, it would expand 
and when that need had disappeared it would automatically con- 
tract, the traders no longer requiring such assistance, would 
retuni the bank paper to the bank vaults, to be either credited 
to their account or in discharge of their debts. ' The banks would 
forthwith cancel the returned paper and the currency would 
return to its original dimensions. This is a conclusion which 
one might arrive at on a priori eoitSiderations but which, however, 
would not neeessrily be realised under all circumstances. The 
opponents of this principle urge; It is quite conceivable — ^it 
often happens — that the bankers, being only men, even when 
they had the most exalted notions of their duties, could not 
always guard themselves against the temptation to overissue 
with the object to increasfe their prifit, this form of money, 
and to play with their credit beyond a degree justified by 
past exj)erience in time of emergency. 

Nor could we always rely upon the business world returning 
the bank paper to the banks so soon as the need for that paper 
was over. Hence would result a state of things in which banks 
would have issued paper beyond the need of business world, and 

the business community, finding it a very handy convenient 
form of money, would keep it, instead of returning it to the 
banks, even Avhen their needs for more monej’^ are over. 
The result is that there is a larger amouiit of currency in 

circulation than is wanted to effect the ordinary exchange 
transactions; and hence there is a great danger of the price 
level being affected as we shall see later on. 

The problcjn caused by these two alternative principles 

known as the “Banking" and Currency” principles I’espec- 
tively has been solved differently by different countries. 


ilnglaiid, for example, and Germany to some’ extent and 
the United States, accepting the currency principle, have re- 
gulated their note-issue in sueli a w&y that.a definite minimum, 
known by past experience to be absolutely necessary for 
the needs of teli country, is issued against certain kinds 
of securities, unsupported by any form of metallic reserve. 
Every note issued over and above that minimum is secured 

by a corresponding equivalent reserve of specie. The 
Bank of Prance on the other hand is the most notable ex- 
ample of the successful working of the Banking principle. 

MODES OE aUAEANTEEING THE CONVEETIBILITy OP NOTES. 

Tliere are various methods of guaranteeing the coiivertibi- 
litj' of notes. Chief among these are: — (1) Limitation of the 
maximum amount of notes to be issued (2) Fixing the reserve 
either absolutely or in proportion to the amount of notes issued. 
(3) Pi'oviding special security apart from the reserve and (4) 
supporting the notes by genei’al er^edit. Each of these has its 
omi advantages and disadvantages. For instance, the plan of 
securing the convertibility of notes, by limiting the maximum 
amount of notes, is based on the theoiy that a certain amount 
of money being always needed by the business community, it is 
■muiatcrial whether tliat amount is in specie or any representa- 
livc- money ; and therei'ore> since the issue of notes results in the 
' sav'ingof interest, we might all issue notes to that extent and 
economise gold thereby. In all probability, th^re notes wiU 
novel be picf anted for payment; we need, therefore, it is as- 
•^sumed, provide neither specie for their conversion, nor any 
other safe-guards. There are some serious objections to these 
methods. In the first place the currency established in this way 
would not at all be elastic ; and if we assume the function of 
currency to be the ministration to the needs of trade, such-a cur- 
rency can never propei'Iy minister to the needs of the business 
world, '.^gaiu-tbe maximum of note ifiisue is fixed on the as- 



sumption that a minimum of money is al-ways required by tbe 
business world. But it is just possible that this minimum may 
be computed so that it is really more than is needed by the com- 
munity. Some notes constantly may at the same time have to 
be converted. As such a measure would not provide any funds, 
or any adequate funds for the conversion of such noteh this in 
itself would be a serious objection to such a method of safe- 
guarding tlie eonveritibility of notes. The second method of 
providing a certain reserve, whether a fixed minimum reserve or 
a proportional reserve, has this drawback, that the banks would 
be required, paradoxically as it may seem> to redeem their obli- 
gations on their notes until the reserve falls to a certain point 
and prt^ibiting them from doing so beyond that point. It 
may of course be said that the banlt is bound to keep a suffi.cient- 
ly high reserve against all emergencies ; but in practice if the 
banker wants to make his business a success, he finds it difficult 
to maintain ahvays a high reserve. The proportional reserve 
method is apt to degenerate into a fixed minimum reserve, be- 
cause a demand for the payment of a considerable amount of 
notes may so deplete the reserve as to hriug it to the point of 
the i)roportiou required by law, and as beyond that proportion 
tlic bankers are forbidden to utilise their reserve for the meeting 
of their note obligations, this method is exposed to the same ob- 
jection as the fixed minimum reserve method. Other methods 
such as requiring a certain amount of deposits, or Tnaking the 
notes a general charge on the assets or making them the first 
charge upon the shareholders, have all their several points of 
advantages as well as disadvantages, but we cannot examine 
them in detail in the limited scope of this hook. A combination 
of all these methods is frequently unavoidable and almost in- 
variably beneficial. It is obvious that no plan can be devised 
which will make the notes absolutely immune from any danger, 
since, except by providing a cent per cent specie reserve, by 
their very natju’e th^ notes being based on crej^t, will always 


leave some lobp-liole for danger. Every scheme of regulating 
paper-moiiey has two purposes in. view each of which is incom- 
patible udth. the 'other. A note issue, however secured, has 
to provide society with a form of currency equal to all its or- 
dinaiy needs. • The issuing authority on the other hand of 
every note issue must see to it that they provide against the 
danger of inflation and depreciation of currency. To try to 
reap the full benefits of one would be to run the most serious 
risks of the other. Under the circumstances a combination of 
the various methods would lead to the greatest advantage which 
we can expect from the use of the paper money and expose us 
to the least risk. Hence we should always require a certain 
amount' of specie reseiwe, so arranged, however, that the note 
issue is left to e.xpaud or contract aecoi'ding to the needs of the 
business world. 


V, QUANTITY THEOKY OE MONEY. 

During the discusslon.s about the form of money wo have 
often had to speak of the changes in the value of money. These 
changes are measured in terms of otlier commoditier. But we 
liave not so far explained how sucli clianges are at all likely 
to occur. If we assume tJiat the value of money results only 
from its use as a medium of exchange, and has no value apart 
from that function, it would be obvious that the value of money 
would rise or fall according as the quantity of money to be ex- 
changed for commodities is less or more. To such a statement 
of -this theory, there are obvious objections. In the first place 
money, especially metallic money, has its value apart from its 
use as a medium of exchange. Gold and silver are required 
for ornamentation and other purpo&esj and even when they may 
be discarded altogether for monetary or currency purposes, they 
may still find some use in woi'ks of art. . We cannot then say. 
that the value of money vaiies inversely with its quantity. Be 
Bides not only that the value of money, of metallic money in 

5 , 



pai*tic\ilar> is due to otTiers in addition to its currency purpose? 
Uit the '=ame amount of money may by rapidity of circulation, 
be made to discharge far more numerous obligations. The 
quantity of money increases according to the rapidity with 'which 
it circulates. Perhaps the most serious objection to the theory 
that the value of money varies inversely ‘with its quantity is ^ 
funiished by this attribute of money which makes one and the ! 
same piece serve to discharge, five, ten, twenty or one hundred 
obligations. Thirdly the use of paper .money and especially 
credit in all its forms makes us lose sight altogether of the effect 
of the variation in the value of money in the prices of commo- 
dities. Since credit par excellence provides a form of currency 
which contracts or expands precisely according to the needs of 
the business community, we cannot say how far the volume of 
money governs the level of prices wherever credit has been suf- 
ficiently developed to become a serious ruval if not oust altogether, 
the use of money. Credit must no doubt have a substratum" 
ill metallic money 5 but even so the transactions effected by means 

of cnedit arc .so enormous and the transactions elfected bv the 

✓ * 

Use of luoUcy arc eomparativcly so few that the quantity theory 
of money inirc and simiile caimol be depended upon. The 
conditions 'under which the quantity theory of money will hold 
true have thus been summarised by a leading American writer. 

(1). A monopoly of the coinage or of the issue of paper- ' 
money by the central authority, (2). Money must serve only 
ns a medium of exchange and have no other function or use 
besides those of such a medium. All the money then will be 
used to effect exchanges and then an expansion or contraction ' 
of its volume would have a serious effect on the price level. ( 3 ) 
Credit is suposed to be nnknown. 

As wc have already seen tue-se conditions are not fulfilled in 
medern commercial nations; and tlie quantity theory holds true 
if at all in a very obscure aud in a very insignificant way. StiU 
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the theory embodies a very important principle of monetary 
science, namely that if there has been devised a form of cur- 
rency which serves only and exclusively as a med,ium of exchange 
and where credit is unknown then the level of prices would 
vary inversely with the volume of money in circulation. This 
is realised -nowadays only in counties where there is an in- 
convertible paper currency which will satisfy nearly, all the 
conditions required above, for it will be in all probability of 
government monopoly, which will have.no other use except serv- 
ing as -a medium of exchange- and which would be in use only 
because credit has been dislocated. 



CHAPTER II 

History of Currency in Ind/kt, 

. The history of coinage in India is as interesting as it is 
ancient. " The earliest known Indian coins go back to a date 
far anterior to the invasion of Alexander of Macedon. Says 
the Imperial Gazetter ( V 9 I., 11 p. 135). “The introduction 
into India of the use of coins, that is to say, metallic pieces of 
clefiniie weight authenticated as currency by marks re- 
cognised as a guarantee of value, may be ascribed with much 
probability to.tbe seventh century B. 0., when foreign inariiime 
trade seems to have begun.” An the writer of this article, 
Mr Y. A. Smith, goes on to add, “There is reason to believe 
tliat the necessities of commerce with foreign merchants were 
‘ l)ie iivmodkie ocension for the adoption by the Indian people 
of a metallic currency as well as of alphabetical writing.” In 
spite, hoxs'evev, of the deservedly great reputation of Mr. Smith 
in all matters pertaining to our ancient history, we are con- 
strained to differ from liiiu in this respect. For he seems to 
assume that a currency Avould Jjjc needed in a civilized country 
only for the purpose of inteimational commerce. No sooner 
do the plienoniena of exchange make their appearance in any 
society some form of currency would he needed to affect those 
exchanges. IVc may safelj*^ assume, that the traditional self 
suniciency of India was at least as great in the centuries be- 
fore Christ as in the centuries tliat followed; that, therefore, 
^•ade must, have lield quite a subordinate position in the 
economic prganisatioii of the ancient Indian society, parti- 



eularly if we mean by foreign trade, trade with countries outside 
the geographical frontiers of India and conducted by the sea 

■ routes j even to day, when foreign eommeree has assumed sucli 
-gigantic proportions in the exchanges of civilized nations^ 
the foreign commerce of the United States has been estimated 
by President Wilson to be only 4 p. c, of the total trade of 
.that country j that the development of exchange amongst the 
people of India themselves must have been considerable even 
in the age of^the Ramayana and the Mahabharatta!; and that 
consequently' the need for some sort of a currency for the pur- 

. poses of the internal exchange must have been felt long before 
a similar heed for facilitating foreign commerce was realised. 
It is prett 3 ’’ certain that in the age of Manu, whatever its date 
may be, the art of coinage was understood in India. * 

It would take us far bejmnd the bounds of this modest 
work if we were to attempt, however briefly, a history of Indian 
, coinage from the earliest times. Suliice it to say that the early 
Indo-Aiyans had reached a veiy high degree of exceUenee in 
applying the principles of monetaiy science j that thej'’ knew 
' all the mysteries of legal tender and the intricacies of standard 
and token coinage; that thej' appreciated the importance of 
seigniorage and were familiar with the devices of counter- 
feiters. One Emperor, Skandagupta, had even to resort to 

the doubtful expedient of a debasement in currency in order 
• \ 

to remedy the financial distress of his administration. At the 
time of the -Mohammedan conquest the different kings of India 

■ had their own coinage of gold or silver, conforming as far as 


* Q. p.ji^Manu^Yir §J134, 
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Jiossible, to the aiident standard 'prescribed , by- Maim,- aii4 
Cbaiiakya and Varahamiliira. They each regarded-aiid justly 
so-coinage as a royal monopoly and endeavoured successfully to 
guarantee the weight and fineness of their coins. As regards 
the mere technique of coinage, the design and shape of their 
coins were not all that could be desired, though even there, 
considering the then state of metallurgy, they had attained 
considerable excellence. Gold and silver being current side 
by side we may presume they had a sort of practical bimetallism} 
and though wo cannot say what ijreeisely was the ratio of ex- 
change between the two metals, the weight of authority in- 
clines to the view that the pre-Mohammedan ratio was- S 
; 1 between silver and gold. 

i Indian Coinage under the Mohammedans. 

When the Mohammedans first entered India they seem to - 
have .stimek coins of both gold and silver to some extent; but 
for the general purposes of every day life the first conquerors 
maintained, almost in tact the local currencies as they found 
them. The right of coinage together Avith the mention of the 
ruler’s name in the public prayers, Avas regarded among the 
Mohammedans as the indispensable mark of independent, un- 
disputed sovereignty, and consequently Shahab-ub-din Ghori 
and his immediate successors upto the time of Altamash did, 
indeed, strike some coins. But the purpose of these coins 
seems to have been rather the commemoration of a victory or 
any other public CA'cnl of the kiud, than to seiwe as currency. 
The existing coins of tlie period, Avith their inscriptions in 
Nagri characters, and Imving on their face the name of local 
rulers along Avith that of their conqueror, bear out the same 
.supposition. 

. There Avas also another reason Avhy the, first Mohammedan 
kings of Delhi could not issue their own coins for any con- 
siderable currency purposes. Behig alaves by origin, they were ' 



under a peculiar necessity to suppress their ultimate grandeur. 
To strike their own coins -would have been an over tact of 
treason, which -w’ould have been easily brought to the notice 
of theii" nominal masters in Ghazni by the itinerant fakirs, 
After the disappearance of the sti'ohg hand of Shahab-uh-din, 
it is true, he might have sti'uek his o-nm coins to give visible proof 
of his viceroyalty having been transformed into an independent 
royalty.; but just then tlie kings of Delhi -c'ere suffering from 
a shortage of bullion. One reason of that shortage may be 
the removal of vast stores of the precious metal by Mohamud 
Ghazni and his successors in the path of looting India, Hence 
even if they had -cvshed it they • could not afford to issue any 
extensive currency of gold or silver from their mints. We 
may take if, then, that beyond a few pieces of medal, struck 
rather to gratify royal vanity than to minister to the jieeds 
of commerce, the first Musulmau kings of Delhi did not 
venture on any eosiderable coinage enterprize. An examination 
of the extant coins of the period sIioavs that the orninary 
eurrenc}' consisted of the coins of the conquered princes, witii 
}nodification,s introduced to show the political transfonuation 
whicli India had undergone. The inscriptions are Hindi at 
the beginning, to be converted into Arabic> after a short in- 
terval during which tliey were bilingual. The figures were, 
on the obyerse, either o'f the Goddess Laxmi or an Indian 
horseman, and "the names, on the reverse, those of local rulers, 
either by themselves or in company with that of the reigning 
emperor at Delhi. The exact weight of these coins we do not 
know; but the largest gold piece has been found to weigh 93 
grains and is circular in shape, while the corresponding silver 
I)iece weighs 133 grains. 

• When the reason of prudence of necessity no longer 
existed to restrain the successors of ICutb-ub-din from -insti- 
tuting a loeab coinage of their own, they east about for ineans 
to issue a legitimate currency, ^^e may date the beginning of 
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tlie Moliammedari coinage in India from the 33rd day of the 
first month of 626 A.H. corresponding ronghly to 1227 A. D., 
some 30 years after the establishment of the Muslim Empire 
in Delhi. In that year Altamash was officially recognised and 
confirmed as an independent Snltan by the Caliph, the head 
of the Muslim world. The first coins struck on this occasion 
bear evidence of the enhanced dignity of the Indian ruler; 
and all authorities are now agreed that the coins which 
followed-the so-called Delhiwah were all fashioned after the 
model of the coin struck on that occasion. The money of 
account with which the later generations of Indians were so 
familiar — the immemorial “Tankah”* — is thought by some to 
date from that day. Contemporary writers, like Hasan Nizami, 
the talented author of Taj-ul-Masir, refer their money values 
from this time onward to Delhiwals; and though they speak 
of Dinars and Dirhems also, these were probably coins, not 
' turned out by the Indian Mints, but rather of the countries 
from which the writors-or the rulers — hailed. No doubt 

lhe.se coins too were current in India* for their 
mention suggests that they were in general use. In 
fact we find mention of the Dinars and Nishka even in< the , 
works of the immortal Bana Bhat wlio flourished under the 
Emperor Harsha in the 8th century of the Christian era. But 
such a mention in no way makes the coin an indigenous Indian 
coin ; it only suggests the extent of Arab influence in India four 
centuries before they finally conquered her. From this da.te 
onward, wc may lake it* the standard Indian coin is the Delhiwal- 


* Historians are not agreed as to the origin or derivation of 
the term ‘tanl-nh’. iirsliinc. (History of India Vol. 1. p. 456) 
says it is derived from the Cliagatai Turkish word for white viz. 
"Tnug.,, Tins, however, seems rather unnecessary display of scholar- 
ship or imaginatiou-siuco the word, as W’ilsoii says, was used for 
coin in general, and was regarded in the country as equivalent to 
a gi\en weight of silver i. e. Mashas. The word is found in almost 
all the vernaculars of India from very early time. 
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or the Tankah-of 168 to 180 grains in weight; and taking Its 
name from the city where it was originally minted. 

Altamsh, therefore, may be regarded as the author of the 
standard Indian currency of silver. The standai’d, its weight 
and^ fineness, as fixed by him remained unchanged for a period 
of 90 years. He coined gold, too, a little later; and these gold 
coins were based on the model of the Tankah, being of the same 
weight, design, and shaiJe, but not of the same size. The bulk 
of tlie currcncj^ consisted of bilon luonej', with the sixbordinate 
copper pieces Which the Mahommedans received from their 
Hindu predecessors. Altamsh, however, issued a considerable 
amouJit of small change from his own mint, so that, as Farishta 
says, “In order to comprehend the true value of the money of 
that date it is proper to state that a Tankah (tlie standard coin) 
was a tolah in weight, Avhether of gold oi’ silver, and a Tankah of 
silver was equal to 60 “Jitals.’’ The ‘‘Jital” f he adds, “was 
a small copper coin tlie weight of which is not now known. 
Some conceive it was a tolah, while others arc of opinion that 
the JUul lilte the pice of the present day, weighed about 7jl2 of 
a tola piece.’’ (Trans. . . .by Briggs Vol. 1. p. 360). 

This' standard, as established by Altamsh, continiied un- 
altered upto the time of Alaud-din Kliilji. This unserupuloiis 
rulei’i having an unduly large army, essayed to support it by 
debasing the coinage, He reduced the weight of the standard 
Tankah from 180 grains to 140; and that the reduced weight 
might not affect prices, he tried to fix the prices of commodities 
by a royal decree in such a way that the soldier could purchase 
for the same number of the new coins as much provisions as by 
the old coins. The Adali-as the 'new Tankah of 140 grains j 
soon came to be known, proved uniiopular; and even the 
absolute autocrat of Delhi had to acknowledge this natural law 

*' “Billon is an alloy of copper ami silver mingled in ' irregular 
and widely varying proportions.” (Imperial Gazettetr, Vol. II, p. 144)^ 
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of monetary science. The debased coins did, indeed, remain 
in circulation for a time, but at a value conforming to the 
infci’insic value of silver in the coin ; and so we may say tbat the 
changes of Ala-ud-in were short-lived. 

iT* 

The next, important name in the history of Indian coinage 
and eurreney is that of Mahomed Taghlak. That able but 
eceoulrie monarch seems to have been an honest and far-sighted - 
reformer of the currency of his daj', his only misfortune .being 
that he Avas five centuries ahead of his times. Though local 
and contemporary Avritei-s do not furni.sh us with any connected 
account or reliable scheme of the relative value of local coin.s,, 
we have ample material to determine, approximatelj:, the changes 
made by Mahomed bin Taghlak. Two foreign travellers in ' 
India, Il»i Batiiiah of Egypt and Shaikh Muhamh hin Mahomed 
Aiihaii, have left us good contemporary accountsi by the aid;-; 
of which Ave can piece out the details, and pi’esent a .connected 
consist ent story of the currency changes of this 14th century 
reformer 

Mahomed Taghlak developed the Adali of his Khilji pre- 
decessor and at the same time inti’oduced a neAV gold piece of 
slightly higher Aveight than the. old goki Tavkuh of 17n grains. ' 
'riiis last Avas a coin of UOO grains and Avas named TJhmr on its 
surface. It seenm to lun'e enjoyed a very brief jmpularity 
judging from the extant specimens >vhich all belong to the years 
725, 726 and 727 A.H. Mahomed also altered the design of 
the old Tankah making it more elegant, and executing it Avith 

t H may be ronmrkca, in passing that the Mint authorities ii- 
India maintained the same cxcellcjicc under the Iktoliommcdaiis, that 
they had reaelicd nmler tlic llimlus. Though some of Altamash’s 
earlier coins were imperfeet from our modern standpoint, the coins 
of Ids successors, both of gold and silver, sbow ' a hvgli dogrei- of 
(inWi jin»l artistic vjiliic. Indeed, if .u'c make an ntlowanco for tlio 
state of the metallurgical science of the (iincj. they seem to liuve 
aimed at absolute perfection. 
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greater acenrae3\ The new pieces both of gold and silver 
caused all the confusion that ensue. Mahomed Taghlah, though 
a great name in the history of Indian currency, does not seem 
to have liad a clear conception of what we now call standard of 
currency. In the absence of a definite standard the relative 
values of gold and’ silver were necessarily left to be adjusted 
by the ordinary law of supply and demand, thereby causing 
considerable confusion not only in the currency itself, but in 
tiie level of prices in general. In the das^s we ax-e now speaking 
of, the money most ordinarily in use was that of copper, though 

silver seems to have been the theoretieal-the official-standard. 
Akbar, nearly thi’ee^ centuries after Mahomed Taghlak, when 
tlie conceptions of monetaiy science wci'e more fully realised, 
accepted the Dom-a coppex* piece of moxxey-as the \uxit of all 
monetaiy computations. Next to copper silver xvas the most 
fixed in value; while gold, both from its relative scarcity and 
froin the dseire of the iieople to hoard it or turn it into ornaments 
Avas pecnliarlj’’ liable to Avide fluctuations. We cannot, there- 
fore, take the ratio belAveen gold and sih’er as fixed even for 
a .single reign. Tlie margin is Avide enough to permit the 
several figui'es given bj' the local writers to be all correct at 
one time or another, though the most frequent ratio seems to 
liaA'^e varied betAA'een 1 : 8 and 1 : 10. It must be remembered 
that, though there is eA'idenee to sIioav that in the time of the 
Taghlak reformer. 10 .sih'er pieces exchanged for one of gold, 
that does not suggest the lutio of 10: 1; for if the 10 pieces 
totalled 1400 gi’ains of silver, and exchanged for a piece of 200 
gi’ains of gold, the x’atio aa'ouM ratlier be 7 : 1. This is quite 
probable under Mahomed Taghlak, AA'ho abandoned the idea of 
equalitj' of Aveiglit betAA’eeu the sih'er and gold coins-as aaus the 
case uptil his dajo and who had, as already noticed, developed 
the 140 grains .silA'er piece and 200 gi'ains gold piece. 

The reasons Avhy Mohamed issued the xicav gold coins, in 
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fipite of all thpii’ probable eonfnsion ■which a' ihan lihe him m'ust 
liave foreseen, are not difRcnlt to conjecture. ■ Large quantities 
of gold had been poured into the Delhi treasuries by the conq^u- 
ests and plunder of Alaud-din and Kafur in the Deccan. 
The currency under the Tughlaqs needed an expan- 
sion; and Mahomed tried to give this much needed ’e3q)ansion by 
the issue of new and heavier gold coins. He did not, however, 
change the standard which remained silver; the addition of gold ' 
coins, therefore served only to cause a confusion and to reduce 
the ratio between silver and gold to 7 ; 1. Confusion, both in 
the genei’al currency organisation and in the prices, was inevit- 
able, since old pieces were not called in, the new ones were not 
standai’dized and no royal firman was issued to regulate prices. 

Shir Shah, the last great Pathan King of Delhb the pre- 
decessor and model for many of the great achievements of Akbar, v 
is the next great name in the .history of Indian’ coinage. He'" 
introduced a number of specific reforms" in the organisation of 
the mini, too technical to be sketched in this book, but sufSciently 
imiioi'taiit to bo copied by bis great successor in one form or 
another as shown by the Am-i-Alchari. He corrected the progres- 
sive deterioration of the coinage, brought about by the preceding 
icings, by discontinuing tlie time-honoured mixture of metals 
for the standard coins- wliich were liable to be so easily debased 
by nnscru])nlons rulers or careless workmen of the mints and 
substituted instead simpler metals. He remodelled the coins 
and reduced aud read,iusted the relative values of the lower 
metals of silver and copper. 'We have not evidence enough 
to dcelare tliat lie fixed even the ratio between silver and gold. 
Rut tlie fact that not ludf-a-century after his death Akbar 
aceepted and established the, ratio of 9.4; 1 would go far to show 
lliat }:^hir «hah s reforms must liave contributed to the improve- 
ment in tlie value ttf gold in terms of silver. 

a brief sketch of the system established Akbar, 
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the greatest of Iho Moliamiueclaii rulers of India in every de- 
partment of administration, Ave inay_close this section of our 
subject. Perhaps tlie easiest way to picture the state of coinage 
under the great Mughal is to give a simple description, of the 
various coins current. These were: 

1. The Shenshahi Mtihur : of 101 tolahs, 9 mashas, 7 
rati5=100 Lai Jalali Mohurs at Rs. 10 each. 

2. A smaller variety of the Shenshahi weighing 91 tolahs 
and 8 mashas and eqal to 100 round mohurs at Rs. 9. 
each. 


3 

5 


Ralia8=-^ of No. 1 or 2 according to their cunteucs. 
Atmah=^ of No. 1. 


Bmsal= g q£. 1 and there 

J_ J. l_ and - of No. 1. 

8 1 10-20 


I 

were similar coir l=^ 


6 Chahar Goshah (4 sides) weighing 3 tolahs & Sj- ratis= 
Rs. 3(‘, 


7 Chugal weighing 2 Tolahs and Mashas=3 round Mohurs 
at Rs. 9 each. 

8 llahi weighing 1 tolah, 2 mashas, ratis=Rs. 12. 

9 Aftahi weighing 12 mashas, ^ \ rati8=R3. 10. 

10 Lai Jalali* weighing 1 tolah and If ratis=Rs. 10. 

■ z=400 dams. 

11 Adal- Gntha of 11 Mashas, also known as the .round Mohur-- 
. Rs. 9. 

These' coins were all of gold. Besides thore were silver coin.-- 
viz : — , 


1 Rupee ( round ) of 11 Mashas 4 Ratis. 

2 Jnlalah (square) „ „ 

with their subdivisions of -J- or Darh, -J or Charu, i- or Pandii or 

Ashta,—^ or Dashat jg- or Kala and p— or Suki, The rupee was 
valued at 40 dams. 

There were also the copijer coins of Dam, which had come 
to be regarded as the unit or standard in all exchange, and 
was the form of ready money of prince and peasant alike, and 
which was valued at 40 per rupee; the adhela, the paivla and 
the damri or the ^ Dam, J Dam and ^ Dam respectively. 

Two points in the tables given above merit, more than a 
passuig notice. (1) The large coins, of Shenshahi &e. may 


* The extra weiglit beyond that allowed in No. 9 was probably 
due to the lower degree of the fineness of gold used for these coins. 




Tinve boon ratber medals probably strnclv lo wminemor'ate a 
special occasion than ordinaiy coins of every day nse. Against 
this siipposition we must remember that there was always a 
number of sucli coins in the Imperal Treasury* estimated at 
20000 by Hawkins in the daj's of Jehangir, and that the suc- 
cessors of Akbar went on coining them. Perhaps they were . 
of smaller denomination to facilitate large payments, something 
designed as a more convenient substitute for metallic money 
like a modern bank-note which might comprise Rs. 10000 in a 
piece of paper barely 8 inches long and 5 inches wide and 30 grs 
in weight. In Akbar ’s day, with the less developed credit, a 
Shahensimhi Mohur may have been meant for the same purpose. 
Besides, on each of these coins turned out bj* the Imperial Mint, 
the Emperor got a seignorage of 5-J per cent, which may have 
been a .sufflciently templing I'ea.son to put them. into circulation. 

Tlie otlier point relates to the ineveavsed importance of the 
coi)per Dams. The values of all others coins are given in terms 
of the Dam, and the e.stimate of the Imperial I'evejiue and 
expenditure are also made in the same coins. This suggc.sts 
that the Vani was under Akbar, if not the sta»dard, at least 
the unit of currency; and it remained so for a long time under 
liis successors. 

After fixing the weights and relative values of the different 
coins, Akhar had next to determine the ratio between silver, and 
gold. Under liis predecessors — ^Hindus and Mahomedans — it 
had fluctuated between 8; 1 and 10; 1; and under the Tughlaqs 
it bad probably fallen as low as 7 : ] . The value of gold, how- 
ever* was appi’eciating, and Akhar fixed officially the ratio at 
9.4:3. 

■\Vith the elahnratc regulations of coinage that Akhar in- 
17‘ndneod or amplified, lie also found necessary to lay down a 
detailed scheme of mint royalties or seigniorage. The sub- 
joined table gives a clear conception of the well-recognised law of 
state seigniorage-wbicU Avorks out at over Gi p.c. for turning 
bullion into coin. 





Tlie system as elaboi'ated and estaWislied by Akbar Shati 
was mauitaiiicd in all its essentials by his successors. As the 
outlying parts of the Peninsula were conquered by the Mughals 
and incorporated into their empire, the whole of the Indian 
continent came at last to have one uniform currency. Pi'cvious 
to the consolidation of the empire under the Mughals, the whole 
of India perhaps never had a uniform currency, not even under 
Phandragupta and Asoha, the Manrya fore-runners of Shir 
shah and Akbar. For this reason we have omitted all reference 
to provincial currencies and confined ourselves to the Delhi cur- 
rency exclusively, not with any view to deny the importance 
of the local currencies, but rather in the desire to avoid complica- 
tions and confusion. We might, however, insert at this stage 
a brief note on the prevalent Deeean currency hv the pre-Mnghal 
days, partly because the Deccan has somehow ahvays managed 
to retain it.s individuality as distinct, from the Northern pro-*' 
vinccs, and partly hecanse the currency traditions of the Deccan 
influenced materially the policy of the English successors of the 
Mughals. According to Sir Walter Elliot the currency of the Dec- 
can consisted of gold under the Hindus. The standard coin was 
the II un-vr-liona, but circulation chiefly consisted of its fractional 

* Tlic dcrivatiou of the tern Bupco is not quite certain, though 
the attempts at it arc not ■without interest. Some ' ha'vo traced 
it to “Bupyani” from tlic Sanskrit Bupa — shape of figure, having 
Tcl'ereuec to the effigies on the coin. It is iiuprobaWo that tlio icono- 
clast Mohomedans would have adopted-as thoydid the term if they 
had known of such a derivation. A more probablc-or at least a 
more uniformly acceptable origin is from the Sanskrit Eupyam— 
silver. Wc' do not know when exactly the term Eupaiya began to 
take the of the older term iankah, but it is almost certain 

that it is not earlier than the days of Slier Shah. TJic Moghuls 
accepted this designation of the standard coin, c.\tendccl its use and 
hence the present name. Mr. Edward Thomas traces the term in 

reference to its- -weight to the Sanscrit Shaja-raktika of 200 ratis or 
If.o greiu*. ' - 




parts the Panmi or Fanam. The invasion of the northern 
barbarians began to drain the Deccan of its gold; and> though 
the Star Pagodas remained in circulation as late as the 18th 
century', the Eupee* came to be the standai'd coin of thp Deccan 
after tlie cstablisliment of the Mughal supremacj’-. The 
adoption of the rupee as a standard by the Mahrattas completed 
the chain, and we have ever since had the Eupee as the pre- 
dominant .standard coin throughout India. 

AVith the disintegration of the Mughal Empire, the oht- 
^ ward designation of the currency remained unchanged. The 
different Indian powers set up their omi independent mints and 
stlTick their own coins. AA’^ith such a variety in the coining 
authorities we cannot of course look for uniformity of weight 
or standard. It would, therefore, be welluigJi impossible to 
trace the history of the Indian coinage with its ^'icisitudes from 
llio death of Aurangzeb in 1707 to tlie establisluueiit once morcj 
on a uniform basis, of the Ea.st India Company ’s Eupee in 1835. 
The task,' even if ^vc wei’C able to accomplish it, would bc 
beyond the scope of the present treatise. .Suffice it to say here 
that before the reforms of 1836 came into effect coins both of 
- gold and silver .tVere generally accepted in India. The East 
India Company obtained from the Moghul emperors the right 
of coining in their own mints in 1717 at Bombay, 1742 at 
Madras, and 1757 at Calcutta. Before these dates the Com- 
pany did, under the Eoyal Charters, tjurn out some coins of 
their own. But henceforward they coined at their Presidency 
mints the Mughal coins in all essential particulars. 

There were 3 principal kinds of rupees in circulation, the 
Sikkah rupee of the Moghul emperors in Bengal and I he 
Northern Provinces or Hindustan, the Surat rupee of Bombay, 
piifl the Arkot rupees in Madras. From 1773 the Siklcah 
rupee of BengaLhad an inscription; 10 Sau Silclcah, that is to 
hay, coined in the 19th year of Shah .Mam. This coin con 
' 7 - 
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sisteci of the gross weight of about 180 grams and with about 
376 grains of fine silver. With slight changes it remained in 
oienlation upto 1836. Since Januaiy i, 1838, the Sikkah 
rupee has been legal means of payment. The old Bombay* 
rupee was somewhat lighter than the Sikkah rupee though it 
had more fine silver. Under the administration of the Nawab 
of Surat and of the Bombay Government the Sikkali coin was 
diseontinueil. The Surat rupee weighed 178J grains and 
contained 1.24 per cent alloy. By an agreement with the 
Nawab of Surat the rupee both of Bombay and Surat was to 
circulate throughout the territories of both parties at an equal 
value and both parties pledged themselves to maintain the 
coin at this standard. The Nawab ’s rupees, however, soon 
eanie to contain 10 per cent, or even 15 per cent, of alloy. As 
a result Bombay rupees were carrietj to Surat to be recoinefl, 
and the Bombay Mint ceased to coin silver for more than 20 
yeans, the only coin in circulation being the debased Surat 
ru])cc. In 3800 the Government of Bombay ordered the Siirat 
'rupee to be struck iu the Bombay Mint and from that date the 
ruiiee wa« maintained at an equal value in the Bombay terri- 
torio.s. It Aveighed 179 grains and contained 7,97 per cent, 
alloy. The Arkot rupee before 1818, struck at. 1 lie Mint of 
Fort St. George, contained 166.477 grains of fine silver. As 
t-old Avas A-alued too liighly in eompaiison Avith silver, the silver 
uti^ee had but little importance in comparison with the gold 
Pauodu. It A\as a small Indian coin rated higher than the 
British rupee. 

In 3806 the Court of Directors determined upon a single 
silver standard for the East and ordered that the current coiu 
of iladras should be a silver coin of a Aveight of 180 grains 

" Tlu' kiioAvii c-oins of tli<* Bomhay Mint arc the *4 Bupccs 

in i\u> Uritisii Mnscnin of tGTo, 1G7S and 17l>S. Tlie first lias 
tlic staiii]! on till- rcveibc of tlie arms of the Old East India Company '• 
pud tliu remaining 3 have the arms of England. 
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^ fine. 350 sii(‘1i rui)oos were equal to 300 Pagodas. But these 
n6w coins were not issued npto Jantiaiy 7, 1818. As the decree 
would show tlie Company intended early in 1806 to issue a 
uniform coin in their Asiatic possessions. They had, however, 
to wait 30 years before this design could be carried out. It 
•was only by the Act of 1835 that a uniform silver rupee and 
the corresponding pieces of i rupee were introduced through- 
out all India as the legal means of payment. The t 3 'pe 
chosen for the Company’s new nipee was that of Madras as 
.it was issued in 1818 containing 180 grains gross weight and 
165 grains of fine silver. Since 1863 the rupee has ceased to 
cojitain the escutcheon of the East India Companj’-, and ins- 
tead has been pi'cvided with the effigj' of the reigning English 
sovereigJi with tlie name on the coin and the 3 *ear of its mintage.^ 
on the back. 

GPfjD COINS BEFORE 1835. 

Like the silver ampee tlie gold mohur of the Mughals had 
the same old weight of 100 ralis or 175 grains of gold. After 
1785 the East India Companj’^ tried to introduce a single gold 
standard in India; bat the attempt was fimstrated, as the 
gold mohur was not adopted as the legal means of payments 
in public and pi’ivate obligations, nor was the ratio betn^een 
the I’upee and gold mohur quite stable. The mohur, though 
coined, was very seldom struck; and its' mai’ket price wais 
subject to fluctuations, silver being the common standard of 
value thraugbqjut tlie eoimlry. 

«> • 

By tlie Act of 1835 it was said “no gold coin shall hence- 
forth he a legal means of paj’-inent in any of tlie possessions”. 
.Tlie gold coin of Southern India was the native Yaralia ' 
Vishnu’s boar) or Hun as the later Moliainincdans called ii. 
Before 1818 the current gold coin in Madras was a Star Pagoda, 
so called from its device. It contained 42.048 grains of 
fine gold, and was valued at 7sh. 5 l\d d. By a Proclamation 



of .Taiinavy 7, 1818, tlie new silver rupee was intr&duceA as 
a legal means flf payments in the Presidoncy .^-ncl the- coinage 
of Pagodas was stopped. In 1820 the minting of gold coins 
was restricted and and their legal tender, power was likewise 
limited, 

Since 1835 when the single silver standard. was, adopted 
hy the East India Company, attempts have been made to in- 
troduce gold in the Indian coinage system. On January 30, 
1814, a Proclamation was made by v^ich the public treasuries 
were instructed to receive gold mohurs for Rs. 15 and -thus 
the gold mohur became a legal payment at the treasury. No 
gold, however, was coined, and though the profit of seigniorage 
was very little, in 1845 hardly any gold was in circulation. 

'Aboul the middle of the last century came the Australian and 
Californian gold discoveries. The price of gold fell as ^ 
consequence; and .so by an ordinance of December 22, 18.'’^-^ 
Ibo rigid In pay gold at Ibe treasury was withdrawn from 
January 1, 3853. Ten year.s later diiring the cotton famine 
Ihe impnvlalion of preeions metals into India was enormous, 
and the chambers of Commerce of Bombay and Madras once 
more agilaied for introducing the gold standard. In consequence 
on November 23, 3864 the public treasuries were instructed 
1o receive English sovereigns at the rate of Rs. 10 and half 
sovereigns at Rs. 5.* re.spectively. 

Another result of this agitation for the introduction of 
gold was the appointment of the Mansfield Coimnission which 
reported on October 4, 3866 on the monetary system of India. 
The use of gold as the legal means of payment was recommend- 
ed, reekojiing 3 sovereigiiS at RslO-as 4. .But before this 
scliemc could be carried out there followed another revolu- 
tion in the 3’elative values of gold and silver, whereby silver 
depi-eeiated cnorraou.sly o^ving to the demonetisation of silver 
by Germany and France. The consequent export of large 



quciiitities of silver to Tjidiii led to a fall in the value of silver 
as eoniparecl to gold in this country. The Indian Govern- 
ment were very much inconvenienced by this new phenomena 
since they obtained all their revenue in silver, while they had 
to meet heavy obligations in gold in England. Silver, which 
only 20 years before i.e. in 1852, was supposed to have a value 
equal to Es, 10 per £1 if not more, fell rapidly till it touch- 
ed as much as Is. Id. per rupee 20 years after the demoneti- 
sation of silver. To. the Indian Government this was a serious 
embarrassment, since the fall of a single penny in the value 
of a rupee meant roughly a charge of a million pounds on the 
revenue. Naturally, they were anxious to take steps for 
stabilising the value of silver; and between 1837 and 1892 they 
kept up a' continuous correspondence on this question with the 
India Office. No eonelu.s[ion could be reached by this 
correspondence, and no 'agreement could be arrived at in 
such monetary conferences wliich wei'e lield at Paris, Brussels 
and in the United Stales to settle the relative values of gold 
and silver; At last a commission was appointed in 1892 pre- 
sided over by the then Lord Chancellor, Lord Herschell; and 
on the report of the Commission the Indian Mints were closed 
in 1893, Government intending to bring about an artificial rise 
in the .value of the rupee by restricting its coinage. For 6 
years they refrained from coining and their intention, though 
apparently frustrated at first, was eventually realised. In 
1899, in spite of the conntinuous fall in the value of silver 
bullion, the exchange value of the rupee rose to Is. 4 d. or Es. 
15 to the pound sterling. This was just the value which the 
Government intended to -give to their rupee, and so by a Pro- 
clamation of 1899 they fixed the value of the rupee at this figure, 
agreeing to give Es, 15 for every sovereign tendered at the 
public treasuries whether in India or in England, and pro- 
mising to do their best to give a sovereign inretu^m forEs, 15, 


CHAPTER ni. 

' METALLIC CURRENCY IN INDIA PROM 1899-1914. 

We have already traced the history of thp Indian coinage 
system to 1893 when the mints were closed to the free coinage 
of rupees on private account. To understand the present 
position of tlie metallic currency in India, it would be necessary 
to give a brief outline of the history of the S 3 ^stem from 1899, 
when it was established, on the recommendations of the Fowler , 
Committee, till August 1914 when the world War broke out. 
We shall discuss in a later chapter the state of Indian currency 
during llic war and after, but for the clearer realisation of the 
Imlian currency system this Imief sketch of nearly fifteen years’-, 
working would be (juite sufficient. 

I, RECOMMENDATIONS OF THE FOWLER 
COMMITTEE. 

When the Indian Mints were closed to the unrestricted 
coinage of silver on account of private persons, the Crovernment 
of Ijulia seem to have contemplated, in the near future, the 
introduction of a gold standard, with possibly a new Indian gold 
coin, or probably the English sovereign bodily. It was, laerhaps, 
with tliat intention that ilic Government, by a Notification of 
1893, deelai'ed that gold eenn and bullion Avonld be received at 
tlie mints in excJiange for rnpeeg and notes at the rate of 1 s. 

4 (1. per rupee, and that the English gold coius-the sovereigir 
and the lialf-sovereign-would l^e sijuilarly received, iii payment of 
government dues. The fallmg value of silver i-endered this 
jiolifiealiou ijio])erative for tJie moment. In 1892-3 tlie aver- 
followiiig years the rate fell till it averaged in 1894-5 1 s. 1 d. 
age rate, of exchange for the rupee was 1 s. 3 d. In the two 
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5riie Rupees coined in and before 1893 continued to meet the 
increasing demand for tlic current coin. But the continued 
refusal by the Government to mint any more rupees all through 
the six years ending March 31, 1899*) graduallj’’ raised the 
^exchapge value of the nipee, till in 1898-9 the average reached 
-'1 s. 3.8 d., only .2 d. less than the rate contemplated by the 
Notification of 189.3. About this time the Fowler Committee 
had presented a lucid, comphehensive and practically a unani- 
mous report advocating a Gold Standard for India, with a 
concomitant gold curroney. The recommendations of that 
Commission, whose report is deservedly regarded as a classic 
in the history -of the Indian currency, may be summarised as 
follows : — 

A gold standard should be introduced in India, and the 
rupee should be reduced to the position of a token coin, with 
conventional value of IjlS of the pound sterling. The mints 
should be re-opened to the coinage of gold for the public ; but 
they must remain closed for the coinage of silver, for the latter 
being only used for token euiTencj- wliicli resulted in consider- 
able iirofits to the coining authority, it was but fit and proper 
that such -pi-ofils should be enjoyed by llie State on behalf of 

i 

the communily at large. TJ)e profits arising from the coinage 
monopoly of silver AVerc to be set asi.de to form a special reserve, 
in gold) to be used if required, for tlie minting of a new gold 
coin for India ; though the Committee seem to have desired aud 
favoured the bodily introduction of the English sovereign into 
the Iijdiau currency system. 

Acting bn these recommendations the first step of the Go- 
vernment -of India Avas to make the English sovereign Legal 

* Js'o rupees Avere coined by the Govenimeut of India in these 
■ years except in IfifT-S-P, acIkii, indcr iui iigrconicnt A\ith the Nativi* 
• States, of JJJiOpal and Kashmir, the currejicy of those States Jiad to 
,be icplaeod by. the British rupees, and. the Government, thercfo^^c, 
coined, on account of those States/ some rupees is 1898. ^ ^ 
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(Tender in India at the rate of Rs. 15 £1. They did not, 

however, deprive the nipee of its unlimited legal tender quality ; 

and, consequently, the currency was composed for a very large 
portion of token silver coins with an unlimited legal tender, 

and a very small proportion of Bi-itish gold coins, also made uh» 
limited legal tender. It Avas indispensable that Rupees should 
be coined in large quantities to meet the demands of trade and to 

make up for the loss caused by the ordi)iary Avear and tear. The 
coinage of rupees, hoAvever, led to very heavy profits, and so in 
1900, when for the first time after 1893 the Government of 
India eoined neAv rupees, the Gold Reserve Fund was instituted, 
as a consequence in 1901 out of the profits of this coiiiage. 
This Reservei as AA*e shall explain moi*e fully later on, aa^s 
intended to facilitate the eventual introduction of a gold cur- 
rency in India and mcanAvhile to keep steady the exchange'' 
A'alne of the njj)ee at the point fixed in 1899. As regards thc^ 
iutrodiielion 'of a gold currency the Government of India eor- 
responded Avith the Home Authorities on the subject for the best 
part of 4 years; but as no agreement could be reacbed-whetber 
for introducing in India the English sovereign or for minting, 
u ncAv gold coin for India the matter seems to haA'e been dropp- 
ed suie die early in 1903. MeanAvhile, hoAvever, Avhile the 
negotiations Avere proceeding, and perhaps by Avay of preparing 
the ground for cai-rying out Avhat they thought Avas a certain 
decision, the Government of India endeavoured to introduce 
gold coins in India. They instructed the Post Office and autho 
rised their Treasuries to tender gold in the first instance fot 
every demand upon the government. It has been estimated 
.that between January 1000 and March 1904 a sum of nearly 
£7 millioji in g.)Id Avas put into circulation by these means in 
India. A portion of tliis sum remained in cii*cnlaliou ; but a 
much greater portion seems to have been returned to the govern- 
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ment*. Tlie position of tL‘e gold coin In India Is therefore 
follows: — There is no special gold coin of the Government of 
India, but the Sovereign is, by the Act of 1899, Legal Tender 
in India at the rate of Rs. 15 = £1. The Government is bound 
to give Rs, 15 for every sovereign tendered, though, since 1906, 
they hai'e witdrawn the old notification of 1893 which bad 
directed the issue of inpees or currency notes against gold, 
whether coin or bullion. On the other hand government is 
nol bound to give gold coin or bullion against rupees at the fixed 
rate, thougln for ' administrative convenience, they would do 
their best to issue gold at that rate in London for the otherwise 
exporters of gold from India. 

Tlie position of the Indian currency, we must repeat at the 
risk of becomuig wearisome, is that the buUc of the local circula- 
tion consists of the token silver coins, whose legal tender value 
is far aboA'e their intrinsic value. After the short-lived efl.*ort 
in 1899-1904, no sovereigns liave beeii added to the circulation, 
except those which have been imported in the ordinary course 
of trade. But even tliese the Sccj'etaiy of ytalo does his best 
to divert from India, by declaring his willingness to sell Coun- 


* Tabic showing the addition of gold coins to the currency 
in India, (in thouaiuid storting). 


Year. 

' 1 

I 

Neb addition to 
sovereigns in the 
bands of the 
public. 


Net addition to 
sovereigns in the 
hands of the 
public. 

im-osi 

- £ 

967 

1908-09 

£ 

3,443 

1902-03 

2,198 

1909-10 

! 2,866 

8,091 

1903-04 

3,-278 

1910-11 

1904-05 

2,937 

1-911-12 

8,881 

1205-06 

3,732 

1912-13 

11,300 

1906-07 

5,156 

1913-14 

3,907 

, 1907-08 

7,d27 

• 1914-16 

5,623 
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cii Bills on India at 1 s. 4^ d. the nipec -without limit i.e. ovef 
and above his own needs as sho-wn by the Home Charges. The 
intention of the Fowler Committee has been defeated, for in 
India itself there is neither a gold standard, nor a gold eur- 
reney, nor a free mint for gold. An entirely new system has 
groAvn up the operation of Avhich, explained below> is as interest- 
ing as it is delicate. 


Before, hoAvever, AA'e describe the Avorldng of the present 
system it is necessary to invite attention to 'two points of con- 
siderable importance. The first of these relates to the reform' 
of the coinage. No systematic attempt had been made in the 
sixty years that elapsed from the establishment of a uniform 
coinage system in 1835 to the closing of the Mints in 1893 for 
rceoAAsidcruAg the desigAA and appearance of the coins, or with- . 
drawl of Avorn out coins. Most of the older coins weip^greatly 
Avoni out. but as all Avero equally legal tender the nUver and 
better coins Avent, according to Gresham's laAv, ijjto the miser’s 
hoard or the bullion-dealer’s chest Avhile the older and Avorn 
ones constituted the bulk of the currency. The Government 


ordered i)) 189()-as a fir.st step to the reform of the coinage-tluit 
the J’rcsidency Banks and puj^lic Treasuries should not reissue 
any nipces of 1835 that they might receive, ai\d five years later 

similar orders Avere issued for the finst and second issties of 
18-10. The first issue belongs to 1835, but the issue techmeally 
called “fiiAst” issue aa’os in 1840, and the so called second issue 
consists of coi(<s minted between 1841-3861 all of Avbicb boar 


the date 1840. By 31.st of March 1904, 2^- croves of 1835 I’upees 
and 34 erorcs of 3840 Avere AA-ithdraAvu from circulation. The 
minis, Avhilc closed to the public, Avere yet busy replacing the 
old rupees, and Avorking also for those Native Slates Avhieh had 
agreed to domoiielisc their oAvn coins and replace them by the 
Biilish iupce. BcLavccii lbU3-4 and 1903-4 the total out-turn 
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of tlio mints amonnfecl to Es. 55.9 erovcs, of wllicJi Es.. 29,7 erores 
was a net new adclition to tlie cui*i'encj', 

The second point relates to the currencies of the Native 
States. On the break-up of the Moghul Empire numerous 
princes assumed for themselves 'the right of coinage, and the 
right was not taken away when these prineiplities came under 
British suzerainty. Of course the local currency of those 
States which, like the Punjab, Nagpur of Oudh, wei’e annexed, 
was gradually replaced by the British rupee. Still in 1893 there 
were 34 States with their own mints issuing coins bearing the 
device of tlie State and current within the limits of the State. 
The weight and fineness of these coins were necessarily dilferent 
from those of the English rupee, and the difference caused con- 
siderable inconvenience to local trade. ' In 1876 an Act was 
passed authorising the Governor-General to declare the coins of 
the Native Statess of the same weight and fineness as the Bi'itish 
rupee to be legal tender in British India, and authorising the 
Native Slates to send their bullion for coinage at the British 
■mints. Alwar and Bikanir were the only States that availed 
themselves of this privilege. When in 1893 the British mints 
wei’e closed the value of the silver coins of the Native States fell 
considerably — ^below that of the token Bi’itish nipee. The 
States and their subjeets-with their obligations towards Bi*itish 
subjects in British rupees suffered considerable loss. In the 
State of Cut ‘i:, for instance, the value of the local Kori- which 
is usually of a rupee and the rupee — exchange value of wliich 

♦ N 

"was fixed by the State for the purpose of paying those of its 
public servants who wei’e British subjects at Ks. 379 = Es. 100 
had such a decline in the value of its standard coin that in 1900 
it fell to as much as Koris 600 Es. 100. To the new con- 
ditions caused by the elo.sure of the mints, the provisions of the 
Act of 1876, the Goverment of India declared, -did not apply; 
but they agreed to buy their- existing rupees at their current 



iufirkct value, and to supply BritisTi rapees instead. Sixteen 
Slates, including Kasluniv, Gwalior, Baroda and Bhopal, ac- 
cepted this arrangement, and only about 14 states remain outside 
even now. In 1919, a Committee was appointed by the princes 
Conference to consider and report upon the possibility of uniftr- 
ing the currency system of India, As the committee was purely 
advisory its report has had very little value. It can never be 
ui-ged too strongly that for the facility of the internal trade of 
India, it is of the utmost importance that the currency 
systems be unified, co-ordinated and centralised. The .states 
having a separate currency organisation would indeed have to 
make a sacrifice. But the sacrifice would be more sentimental 
than substantial. And even admitting the sacrifice it would 
not be impossible to devise a fair basis for compensation. In- 
ternal differences in the currency system of India must be. 
f abolished if her local trade is to flourish. 

We shall Jiow proceed to describe the operation of the 
present system. The Gold-Exchange Standard, as our cur- 
rency system has been academically christened, “arises out 
of the discovery, that, as long as gold is available for pay- 
ments of international indebtedness at an approximately con- 
stant rate in terms of the national currency, it is a matter of 
comparative indifference whether it forms the actual ntitional 
cui'rency.’’ (Keynes), This s3'stem, it has been said, has 
had to he adopted by the leading civilized countries in one 
form or another. In other countries, as in India, it is of 
the utmost importance to economise gold in order to use for 
the pnr])ose of the international indebtedness. They 
achieve this either by amassing a huge store of gold, or by 
suspending free payments in gold in times of crisis, or by hold- 
ing larger reserves of foreign bills. The first of these methods 
is adopted almost exclusively by England, the first and se- 
cond by Pance, and chiefly third by Austria-Hungary and 
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Bnssi.i. These, in times of crisis, inslend of having to ex- 
port gold, simpl.y discount their foreign bills in the foreign 
centres and thus obtain a sntfieicnt amount of gold to meet 
their obligations. This system is most convenient, is argued, for 
nations who, having alwas's to paj’- nioi*e than they have to re- 
ceive, must always have a ready stock of gold to meet the usual 
demands on them. And they might conceivably be em- 
barrassed to meet these demands if their gold should get into 
the hands of the people at large and be not forthcoming at 
the time of the crisis. Thej' might, indeed* accomplish their 
object by having a large reserve of gold to be used for such 
purposes; but to keep such a large ainount in gold always 
idle in order to meet a demand wdiich may not be made even 
once in ten years, would be unjustifiable waste. Hence the 
growing praetibe for the debtor countries to keep a great 
proportion of their gold reserve in the shape of foreign bills, 
allowing -very little gold to get into circulation within the 
eountiy, but pi’aetically guaranteeing payments in gold for 
all foreign obligations. To creditor countries like England 
and Prance this is not very important, and so they still con- 
tinue the more old-fa.shioned and wasteful methods of keep- 
ing a considerable gold reserve in specie. 

The position of India is peculiar. Normally speaking 
she is a debtoi- eonntry, who has to make immense annual 
payments for interest on debt pensions and furlough allo- 
wances to her public servants, purchase of stores etc. These 
arc collectively known as the Home Charges having to be 
paid in gold in England and amount to £20,000,000 in round 
figures. The paj^ment for these is received and has con- 
tinued to be received from the days of the Company by means 
of bills drawn by the Home authorities on the Government of 
India. These bills are known at present as the Council Bills 
from the Seeretarj^ of State for Indig in Council being 



flwt.lioritj* 'iv)io manipnlafes these bills. From the Home 
Clifli’ges must be deducted the amount borrowed in England 
on accormt o£ the Government of India ; and, as, before the war, 
India used to be a standing borrower in the London market 
every year, the total drawings of the Secretary of State for 
luiJja for the purposes of the Home Charges would be gene- 
rally much less, say £ 15,000,000. But against tliese charges 
India almost always had to receive a considerable sum from 
England on account of her favorable balance of trade. 
Thus there were two streams of payments, one from India to 
England for Home Charges and amounting, after deductions, 
to £ 15,000,000, and the other from England to India 
the amount of which varied according to the state of the 
foreign trade, but was usuall.y greater than the Home Char- 
ges. The authoi’s of the present system of currency in 
India saw in the eo-ordination of these two streams an ad% 
mirable expedient to maintain the certified value of the rupee. 
The 8eevelavy of State, accordingly, announced in 1904, that 
he would sell bills on India wiiKoui limit at Is. 4^ d; and 
the modern exponents and champions of the Gold-Exchange 
Standard discovered in this the most economical and scien- 
tific .sy.stem of currency, even though the system ignored 
altogether the recommendations of' the Fowler Committee.. 

The mechanism of the Council Bills ' is thus the pivot 
on which the whole system turns, and we must sketch briefly 
the procedure for Uie sale of these Bills b.^fore examining 
critically the present system. Every week the Secretary of 
State announced the amount for ■which he was willing to sell 
Bills on India, -with a minimum reserve price which 
was not )m)-)ished and which was seldom reached. On Yvednes- 
day morjiing the Bills wc’-o offered for tender .it the Bank of 
England. The tenders name the amount proposed to be 
bought and also the rate of rupee in pennies at which they 
propose to buy. The total amount is then allotted among 
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Ihc liijrhesl bidders, tlic Secretaiy of Stale annoniicin{r at the 
same time rlie amount Jie would .ell in tlie followiii*; week. 
Tins amount would be larger than that of the previous week 
if the demand iji that week had been brisk. During the 
interval between suecessive Wednesdays tlic Sceretary of 
States is willing to sell what are known as ‘‘Speeials" at a 
rate lj32 d. higher than the higher rate of allotment, on the 
ju’eeetling Wednesday. These Bills are paid for in cash by 
the reccipicJits, and are then mailed by them to be eashed 
in India. As in normal lime.s the mail used to take about 
a fortnnigh in transit the Bills would not be paid in India 
in rupees till about fifteen days after payment for them has 
been made in gold in London. Those, therefore, wlio do 
not want to lose the interest on their money for a fortnight 
which would, at 5 per cent, be appro.ximatcly £2 per £1000 
oj' roughly ^d. per £1 — would be willing to pay something 
more for the sncallcd ‘‘Telegraphic Transfers.” lor which 
payment is made in India a few hours after they are paid 
for in England. To accomodate .such people the Secretary 
of State is usually willing to .sell the Telegraphic Transfers 
at a rate 3ja2d. per rupee higher than that of the bills. The 
Bills and Transfers are payable at Madi’a.s, Calcutta and 
Bombay at the option of the purchascr.s, and in rupees or 
currency notes. 

The Council Bills have thus a much wider scope than 
before. Before IflOO they were only nu ordinary commer- 
cial expedient to efl'eet the transfer of money from India 
to England in order to pay the Home Charge.s. Since that 
dale they are n.scd to finance trade and divert the flow of 
gdil to India, The reasons for such an action arc: — (1) 
material gain to tlie c.vtont «’f 1 \ per cent, or nearly £ 15000 
on every million .Mild beyojnl Ihr iicfds of the Ibniie Oharge.'-'. 
For a.'j rupee;, i-an be aln.iy.s had in India in c.\clijn;:e for 
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BOTcreigns at the rate of Ks. 15 per sovereign, the banks ahd 
other financial houses vrill remit gold to India instead of 
buying the Councils if the rate asked for the latter is more 
than the cost of sending gold to India. That cost varies 

according to the state of trade, but, before the %var, was 
seldom higher than 2 d. per f. If the Secretary of State 
refuses to sell under 1 s. 1-J d. per rui)ee at the time ■when 
the banks require nipees in India, gold will flow. This 
gold will be presented at the Indian Treasuries to be con- 
verted into rupees; and if the practice goes on for a long 
time, the Government of India would have to buy silver 
in England for coining more rupees. The payment for the 
purchase of the silver will have to be made by shipment 
of the gold which would have aeenmnlated in the treasuries ; and 
thus the Government of India would be losers on both sides, ^ 
once bu the Secretary of State refusing to sell Council Bills ' 
heloAv ]\s. JJd. per rupee which results in a loss of say 
yl32iiQ.*^per rupee* and again by the cost of transport of gold 
to England for the purchase of sih’er-a|iother 'Jd. or a total 
loss of 1 d. per rupee. (2 ) Besides, holding gold in the currency 
Koserves in England has its own advantages. For, if in 
limes of emergency like those of 1907-8, the process has to 
be reversed, and the Govenuuent of India have to issue Sterl- 
ing Drafts on London, there must be a fund to pay them 
from in London. In tlie absence of such a fund the Go- 
veumeut of India would have to ship gold which would be 
costly, apart altogether from the risk of not being able to 
find gold when wanted for export. (3) Moreover free sale 
of Council BiUs has the effect of transferring the balances of 
the Government of India from India to England, which, it 
is claimed, result in strengthening the credit of India for 
carrying out any loan transactions. And even if that is 
not the object, such a transfer may enable the Secretary of 
State to cam a small -amount as interest. These reasons 
have influenced the policy of the Secretary of State to such 



nil extent that he has in the past sold Bills at a rale which" 
would not only prevent gold from being shipped from Eng- 
land to India, but also prevent it from being shipped or 
diverted to India from Egypt and Australia. 

In the course of the foregoing description we 
have referred more than once to the Gold Stan- 
dard Reserve. Let us say here a word in expla- 

jiation of the origin and present position of that 

reserve.' Apart from their cash or treasury balances the Gov- 
' ernment of India have Iavo reserves-the Paper Currency Re- 
serve and Gold Standai-d Reserve. Tliough the two are iioav closely 
connected we shall treat them separately for the sake of clear- 
ness, dis^eussing the latter in this chapter, and leaving the 
former to be dealt with in the chapter on the Paper Currency 
in India. The Gold Saudard Reserve dates from 1902, when 
it Avas started uaider the style of the Gold Reserve Fund, and 
Avas composed of fthe profits, arising from the coinage of rupees, 
amounting to £3,000J000, Avhich AA'ere from time to time sliipped to 
England, and there invested in sterling securities. As the 
demand for rupees increased, more Avere eohied, larger profits 
accrued and the Gold Reserve Fund began to groAV. We are 
not concerned here Avith the merits of the policy of the GoA*ern- 
ment of India in respect to -the coinage of rupees. Suffice 
it to say that rupees Avere coined at a feverish haste and the 
fund began to attain dimensions at Avhich it Avas thought to be 
safe against all attacks. On 31st March 1906 the fund 
amounted to about £12-J million, Iji the latter half of that 
year further heavy coinage was undertaken to meet the de- 
mands of trade. To prevent the necessity of such a heavy 
coinage in a short space of time a silver branch of the Gold 
Reserve Fund was formed, and it Avas proposed that this 
branch should have 6 crores of rupees. This limit was reached 
in March -1907« - 
9 
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Th'e Reserve now totalled £17 million' of wliicli, £12> 
million was held in England in sterling -securities, £4 
million in India in rupees, and the rest in gold in India and 
as a book credit. For a short time the fund was named Gold 
and Silver Reserve Fund, but it was finally called the Gold 
Standard Reserve in 1907. The events of the busy season 
bf 1907-8 proved that the policy 'with regard to the -Gold 
Standard Reserve was capable of considerable iinprovemcnts. 
On September 1, 1007 the position of our sterling reserves 
was I'oiighly as follows: — 

Gold s 

Faper Currency Reserve in India. £. 4,100,000, 

” " ’’London. £. 6,200,000. 

Money at short notice'. 

Gold standard Reseiwe (London). £. 50,000. 

Cash Balances (London). , £. 5,150,000. 

Hlcrliny Securities. 

In Currency Reserve. £. 1,800,000. . 

In Gold Standard Reserve £. 14,100,000.’ 

£. 30,900,000. 

Thus the Secretary of State had fieurly £ 31 million 
of gold before there was the faintesl suspicion of 
a crisis occurring. Of these, however, only ' about a -third' 
was in specie the rest being eitlrer investments or short' loans. 
0f the specie portion, again, there was only £ 4,100,000 in 
gold ill India the rest being in London. Then came'ths 
crisis. The rains were scanty in the monsoon of 1807, -and 
by the end of >Scptciuber all prospect of a good -harvest had 
finally vanished. Tlie exports from India were falling, 
uhile the imports remaining very nearly the same, the ba- 
lance of trade began to suffer.- Meanwhile the ' financial 
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situation in Anierica was vaiiiflly posaiu" tlnvupch all tin* 
stages of a scare, a strain and a ei’isis. In the Ijoginning of 
November the Bank of England, fearing an unprecedented 
demand for gold, raised its rate of discount to cheek the 
, expected drain, and its effect was felt by the Secretary of 
btate, who, on November 6, could manage to sell Council 
Drafts for only about £ 200,000. For several weeks after 
that he could not sell any bills at all. Beyond withdrawing, 
altogether from the money-market the home authorities of 


the Government of India took no steps to meet the situa- 
tion. Deprived of his usual source the Secretary of State 
was meeting his current expenses from the gold portion of 
the ('nrrency Reserve in London. There was at the same 
time setting in a strong demand for gold in India for the 
^Mirnoses of export. B»il Il‘e situation being ciuite new the 

' miniorities in India were unprepared to face it. The ex- 
value of the rupee, which in normal times had been 
* • over 1 s 4 «1. in the London market for seven 

voa,-s >v„a .imv simlily Wli»S '«> f 

’. . .1.(1 1 S. 3=' d. The GoA*erninent in India were umMll- 

”‘,o allow their sloiKlei- Stoek ot Bold to he paid 
etamou.-om expo,ten<. thohfU it hoe einee beeo argued that 

' the hfd atop 0 £ givh.g out gold t,«ly in the initial atag« 
„t Ihe crisis might have stopped it. The noroinmen , 
Ircrm-O, i-ofused to give gold for e.vport m lat-ger <ptam 
Hiios than £ Bl’OOO to any one individual m . 

1 , was not till the cud. of Deeoiuher that, the eriais 

holder ■ eon, isel came to prevail, and Govern- 
conlmni drastic steps for mam- 

wl Tegehange vatno of the rupee. They decW their 
Xmess ,0 sell Telegrnphie Transfers on London a ns- 
eessary at a tod rate, and this offer was snbse<i»ently ehang- 
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eel into one for selling sterling bills on London at tbe fixed 
luinimuni rate of 1 s. 3 gg rupee. Tbe exporters at 

once availed Ibemselves of this, and -witbin 3 montbs aU tbe avail- 
able reserves of gold in London were exhausted. Tbe situa- 
tion continuing weak, bills were sold in India at tbe rate of 
£ 500,000> and later £ 1,000,000 a week, and were cashed in 
London from tbe proceeds of tbe sterling securities from, the 
Gold StEindard Reserve. By August 1908 £ 8,000,000, out 
of over £14 million of securities, were sold to ease tbe situa- 
tion. At tbe begiiming of September 1908, witbin ten 
months of tbe crisis, tlie situation was, in round- figures, as 

follows; — 


Gold: 

1907. 

1908. 

Currency Reserve in India 

£4,100,00 

£150,000. 

” in London 

£6,200,000 

£1,850,000 

Monctj all ahorl nolieo.. 



Cold Standard llcsevve 


• 

( London 1 

£50,000 • 

, Nil. 

Cash Balance ” 

£5,150,000 

£1,850,000. 

Bierliaf/ Beniyiiies 



In Currency Reserve , 

£ 1,300,000 

£1,300,000. 

In Gold Standard 

£14,100,000 

£6,000,000. 


So lliat against tlie £31 million which tlic Secretary of State 
bad in Sepl ember 1907, lie liad nearly £11,000,000 on year after- 
And besides the £20 million used from the various Reserves, 
tlie Secretary of State derived considerable assistance front 
Jiulia-amonuting to nearly £4,000,000. Thus one season of 
depression weakened the position of the Secretary of State 
to the extent of £25,000,0007 and it is beyond question that 
anotlier such season in the following year would have com-, 
pelled him to borrow very lieavily. 

Wc have now passed in review almost all the Important 
points relating to tlie ])resent system of Indian currency, 
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Aiid Ihbngli Litlierto we have tried to give as colourless a 
description of the situation ns is consistent with the ehavactor 
of a boolc Hite tliis, we would be leaving our task nmoiuplete if 
we did not attempt a critical examination and estimate of all 
these points. The events of 1907-08 proved that the posi- 
tion of the Gold-Exchange Standard in India was liable to 
a most .serious attack in the event of a world-wide crisis. 
But the .subsequent policy of the Goveniment, Avhilo it 
went on strengthening the gold resources in England, did 
little to mitigate wliat tlie critics of the system considered 
to be the standing abuses of the system. A Royal Com- 
mi.ssion was, therefore, appointed in 1913 “to inquire into 
the location and management of tlie general balances of the 
Goveniment of India; the sale in London of Council Bills 
and Transfers; the measures taken by the Indian Govem- 
menl. and the .Secretary of .State for India in Council to 
maintain the exchange value of the rupee in pur.suahcc of 
or .supplementary to the rrecommendations of the Indian 
Currency C'onnnittee of 1898. more particularly with regard 
to the location, di.sposition and the employment of the Gold 

■N 

'.Standard and the l^aper Currency Reserves; and whether 
the existing practice in tlicse matters is conducive to the 
interests of India; also to report as to the financial organisa- 
tion of the India Office; and to make recommendations” 
, TJie report of the Commission reads like an unmitigated 
apolog 3 ’.of the present system, and the critics, therefore, were 
far froBV pleased. Let us, examine the grounds for cri- 
ticism and the rejoinders bj' the advocates of the sj'stom. We 
may summarise the grounds of criticism as follows; — 

1. The system as evolved and peiTected in the .years that 
followed the report of the Currency Committee of 1898 is 
in all e.ssential.s at variance with the recommendations of thal 
committee. These recommendations-for a gold standard with 



n p,’olil fiin-enr-y and a froo "old mini-wove publicly aeeept- 
ed by tlio GoA’ci-innont ; but after a sbovt-liyod, bajf-bcavtocl 
attempt, they, did nothing towards carrying out these re- 
commendations. We propose to discuss in another chapter, 
the proposals for a gold standard with a free 
mint and gold currency for India in which, therefor^ 
this objeclioii will be more fully examined. But the claiu. of the 
advocates of this system that it is the most scientific one is not 
well founded as far as it relates to India. In the first place, 
though India is a debtor country, her exports year in year 
out, as the following table shows, are always in excess of her 
imports. As far as the international balance of indebted- 
ness is concerned, .she, therefore, alwaj’^s has to receive a balance 
in specie, and hardly ever to pay anything, even after dediu'^- 
ill" the Home Charges. 


Table .showing tlie excess of Exporjs ever 
Imports and Home Charges 


Years. 

■ 



Home 

oharge®. 

1899-1900 

50,200 

72,463 

22,263 - 


1900-01 

53,929 

71,812 

17,883 

10,982 

1901-02 

59,187 

83,263 

24,076 

16,177 - 

1902-03 

57,212 

86,264 - 

,29,052 

17,667 • 

1903-04 

61,728 

142,344 

34,610 

17,399 

1904-05 

69,008 

105,148 

3.5,510 ■ 

18,827 

1905-0(1 

- 74,742 

107,890 

33,148 ‘ 

1 7.666 

1906-07 

78,161 

118,019 

39,858 

18,33.3 

1907-08 

91,025 

118,32.3 

27.298 ■ 

17.768 

1908-09 

85,852 

102,025 

16,S.i3 

18,323 

1909-10 

81,765 

125,205 

43,440 

18,441 

1910-11 

89,133 

139,974 

50,861 

18,605 ■ 

1911-12 

96,037 

151.993. 

55,956 

18,865 

1912-13 

111,086 

164‘.46 

5.3,060 

19,i02 

1213-14 

• 

127,540 

- 

166,005 

38,465 

19,4.").', 


* Tlip figures of Iniports include Government Stofeg. 


t ” Exports ” Ee-oxports, 


r ^ 
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» TIk* oiily yoai* in Vliu'li the balance of accounts was 
against her was 1908-09. The necessity, therefore, which 
other countries have of always maintaining a good reserve 
in gold for meeting their international obligations — ^^vhether 
in ^ specie or in foreign bills in gold-is not at all iii- 
Icnse ff)r India. Other debtor countries nnust. indeed, see 
to it find llieir gold in circulation, if they have a gold cur- 
rency. does not get so disperjsed as to be impossible to lay 
Iiaiids on wlien n*tiuired for e.xport. But in India a demand 
ft)r tiie e.xjiorl. of gold, as a result of a falling oil' of e.vports, 
is .seldom tlie case. And when it does occitr once in a de- 
cade, the resources from the Paper Curi'ency Reserve would 
be more than ample to meet such a drain, not to men- 
tion the possibility of relief by borrowing that year. 
>Tc think of the resources of the Government, because 
the Government having to meet their Home Charges are 
bound to he the most important factor in the e.vciiange 
market. In anotluM- cliapter an attempt is madetto show 
how, if our paper curi'ency were based on gold it would 
serve to economise gold .just as tlie notes now economise, 
silver. Ami as regards the automatic ad,justment of tin; 
amouni <if eurreiic.v to the. needs of the husine.ss communil.v, 
^^hicIl is cliiimeil as a .s]}ecial excellence, of the jirc.scul system, 
we fail to see Jiow the agency of the unlimited Council Drafts 
can make our system more automatic than the ordinary 
tlgeficy of commercial credit. This system of the Gold- 
Hxchange Standard, t.!ierefore, while it has no doubt great 
advantages for a debtor counti'y, is not in practice so eminent- 
ly snitod to Jndia as it lias been claimed to be. 

2. Coming next to details, the location and manage - 
"inent of thy cash balances of India both in England and 



ill country leave niucli room for improvement. ■ 

Table showing the Cash Balances of the Government of India 
and the budgeted surplus or deficit. 

(Ill thousands sterling) 


Year, j 

Cash Balance 
in India. * 

Cash Balance 
in England.! 

Surplus or - 
deficiti. 


£ 

£ 

£ 

1S9!)-1900 

8,426 

3,331 

+ 2,774 . 

1900-01 

10,599 

4,092 

4^ 1670 

1901-02 

11,880 

6,623 

r 4, '952 

1902-03 

12,082 

5,758 

4- 3,068 . 

1903-01 

11,870 

7,285 

f 2,997 

190-1-05 

10,750 

10,263 

+ 3,456 

1905-0G 

11.781 

8,437 

+ 2,902 . 

1906-07 

10,328 

5,607 

•4* 1,589 

1907-08 

12,852 

5,738 

+ 306 

1903-09 

l0,236 

8,454 

- 3,738 

1909-10 

12,295 

15,810 

+ 607 

1910-11 

13, .567 

18,174 

4- 3,936 

1911-12 

12,280 

. 19,464 

-h 3,240 

1912-1 ’■ 

19, -543 

11,419 

+ 3,361 

1913-14 

15,608 

12,477 

+ 887 


' TIil'sc figures iiichulc (lie Ecscryc Treasury Jlulanees as well as 
(lie Baluiiues with llie rrosideney Banks. 

i Tkese figures inclutlo sums held in Sccrolary 'of State’s balau- 
ecs on account of the Gold Standard Eeserve. 

V t The Cash balances are at the close of the year. 

Since 1908 it has been the policy of the Government o£^ 
India to ship much of its surplus money to England, and to i 
Jreep it fl)crc in gold. Tlio r(mo7i rVeire of such a plan is, no 
doubt, to strengthen the position of tlie Secretary of State in 
the event of a possible drain, to enable him to earn some commis- 
sion and a .small rate of inte;re.st, and to allow, the Government of 
India to avail llicmselvrs uf a Xavtiuruble exchange. On these 



grounds tlie Commission liave reported 

“TFe find no fault, therefore, with the course taken ly Go- 
vernment in recent years; for, under the conditions hitherto 
laid down for loans in India, there was no effective demand for 
such loans and no use for the money in that country.** 

But in judging of these cash balances it must be remember- 
ed that they arise from surplus revenues, or an exceptional 
spell of prosperity in public enterprize. If they arise from a 
surplus of revenue they prove that the Finance Member has 
been unduly cautious in his estimates ; and though caution ‘is 
of inestimable value in all Finance Ministers and particularlj’’ 
so in those of India, it is not inconceivable that caution might 
be carried too far. Repeated surpluses over a period of fifteen 
years amounting hi all to £ 30.75 millions after deducting the 
total deficits upto 1914-15, prove that more has been taken from 
the people than ivas requii'ed. Even so the surpluses and the 
balances may be justified> if they arc used to prevent future 
burdens, or to lessen the present ones. The Government of 
, India, hoivcvcr, have not apparently realised that unless a 
surplus is used to remit a portion of taxation, or to I’cduce, or 
avoid the burden of debt, it would be unjustifiable waste of 
public resources. The Commissioners seem to have taken it 
for granted that ”as far as the ultimate oibject {reduction or 
avoidance of debt) is concerned, therefore, to which a surplus 
balance should be applied^ we hold that it must come to London.** 
They seem to ignore the possibility of a surplus balance being 
used to reduce taxation. They do not consider the question of 
, reduction of debt in India. But even if we grant that the 
-ultimate object i.e. the reduction or avoidance of debt, is best 
fulfilled by the surplus being shipped to London, what shall 
, we say^ of the practice of boiTowing in London at4he rate of 
,.,per,(!entfpr.ihe G'dyeyhment of'Jjidja, whbnj.thV.CaSh -Balances- 
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in the hands of the Secretary of State were allowed to remain 
invested at 2 per cent? .... . . „ ' 

Table showing the Debt inciirred in England 
(In thousands of £.) 


Year. j 

New Debts. 

OfltSh 'SctldxioB ' 

in England. 

1899-1900 • 

6,500 

! • -3,331, " 

1900-01 

14,422 

4,092 

1901-02 

6,009 

! 6,693 

1902-03 

5,000 

1 ’ 5,768 

1903-04 

3,500 

7,295 . 

190*1—05 

3,000 

10,263 • 

lOOo-OG 

14,480 

8,437 

1906-07 

2,000 

5,607 

1907-08 

10,777 

■5,738 . 

1908-09 

11,342 

8,454 

1909-10 

15.069 

15,810 

1910-11 

13,878 

18,174 

1911-12 

7,355 . 

19,464 

1912-13 

3,000 ■ ' 

11,419 

1913-14 

••• 

12,477 


, i\r«)veover the creation of such surpluses every year means the 
Aviilidrawl from circulation of a large amount of currency, and 
lliat in its turn causes a considerable. stringency in the money- 
market in India. It is true that stringency is relieved by the 
encashment of the Council Drafts in* India. But the demand 
for Councils is affected by different factors from those govern- 
ing the money market. A high Bank Bate in England, or the 
withholding of the Indian produce in the expectation of high 
pi-iec.? may make the demand for Councils slack, while the re- 
venue collections would go on at their customary pace. More- 
over the demand for Coiuicils ai'ises only after the Indian 
produce is exported, while the demand for money is high in 
India from the^time'th* crops have to be inoVed. -In this 






respect, tliereforc, the policy of hoarding up eonsiderahle funds 
in England, in the sli.ape of Cash Balances cannot bo defended. 
We cannot, of course, suggest that there should be no cash balance 
left in -England. So long as -vre have to pay heavy sums by 
way of Home Charges we will have to remit money to England ; 
and a part of this will inevitably remain idle in the hands of 
the Seei’etary of State. We would suggest, however, that (1)' 
the Finance Member should not-as has been the unfortunate 

practice in the past-budget deliberately for a surplus of over 
£ 500,000, if even that much ; (2) that when the accumulating 
surplus slio'uld exceed £ 5,000,000, remission of taxation should 
occupy his attention in the finst place; (3) that failing any 
salisfactoiy scheme for remitting taxes, the sum, or at least 
one-half of it, should he employed to avoid fi’esli indehtod- 
ness, supposing further borrowing at tl)e time was neeessaiy, ; 
(4) that if no sell erne of remitting taxes could ho devised, and 

no further borrowing were neee.s.sarj', the moneys so accumula- 
ted .should" be used to reduce the public debt, preference being 
given to the reduction of the rupee debt in order to improve 
the tone of the Indian money-market and to strengthen the 
credit of 'the Government of India in this country’-; (5) tliat 
there should not be -at any time more than £ 5,000,000, as 
cash balance with the Secretary of State in L'ondon-, the Gov- 
ernment of India remitting money from time to time as re- 
quired for the purposes of meeting the Home Charges. 

3. The next point in the working of the Indian system 
of (furrency is in relation to the sale of Council Drafts. As 
already explained this is the hinge on which the whole mechanism 
is based. ' They are a means of maintaining the ex- 
change value of the lUipee at oniear IS. 4 being sold in London 
at -Is. 4^d. per luj ee and thus preventing the value of the 
rupee appreciating, and being sold in India, -in an euiergeney, 



at 1 8. 3|- d. to prevent the rnpee depreciating. They have 
incidentally helped to convert the surplus resources of the 
Government of India into gold in London and at the same 
time to prevent gold from flowing into India. The Commisi 
sion of 1913, approving of these objects deprecated any pr^ 
determined limitation of the sale of Councils as “arbitral^ 
and' unnecessary, ” though it was recognsied that ^'the inte* 
rests of trade are in themselves no justiflcation for sales of 
Council Drafts in excess of requirements as we have deflned 
them.” They, therefore, left the determination of the limits 
witliin which tlie Councils should be .sold to the discretion of 
the autliorities concerned. Tliis discretion, however, is open 
to criticism on more than one ground. 

Table showing the total sales of Councils and Home.^ 
Cliarges. 


Te.-ws, 

.Sales of 
Counoil Bills 
iukI T. Ts. 

000 omitted. 

Home 

Charges.. 

1 000 omitted. 

Average rate 
per rupee in 
pennies. 


i £ 

£ 

d. 

1899-1900 

19,069 

16,129 

J 6-067 

1900-01 

13,300 

16,982 

.15-973 

1901-02 

18,539 

1 16,877 

15-987 

1902-03 

18,499 

17,667 ' 

16-002 

1903-04 

23,859 

17,399 

16-049 

1904-0.5 

24,425 

18,827 

16-045 

1903-06 

31,566 

17.666 

16-042 

1906-07 

3,432 

18,333 

16-084 

1907-08 

15,307 

17,768 

16-029 

1908-09 

-13,915 

18,323 

15-964 " 

1909-10 

27,416 

. 18,41 > 

16-041 

1910-11 

26,463 

18,003 

16-060 

1911-12 

27,058 

18,333 

16-083 

1912-13 

2:?, 7.59 

18,986 

16-058 

1913-14 

31,200 

19,455 

16-070 


(a) The sale without l^t of Council Drrfts, as has 




been the prndiee since 1904, prevents the nnhirnl flow of gold 
in Indin, which is detrimental to the interests of India. It 
is true tlint to Allow gold to flow to India-wonld result 
in the Government of India losing-on a double ship- 
ment-something like £ 15,000 on every million pounds. And 
os by the unlimited sale of the Councils, the Government send, 
annually about £ 10 millions or so in excess of its requirements,, 
it would lose* on this argument, about £ 150,000 every year. 
But this argument is based on a misconception. The Govern- 
ment know.s, or should know, at the beginning of each financial 
year, the amount which it has to send to England for meeting 
the Home Charges. To the extent of this sum the Councils 
must, no doubt, always he sold. In addition to these the 
Government of India might conceivably want gold in England 
for the purehase of stores and for silver bullion for coining 
rupees. But. the former is always uicluded in the Budget 
estimates of the Government of India, and is provided for in the 
same way as the Home Charges, The latter is, it may be 
admitted, an uncertain factor. (6) But the remedy for it 
is a more considered and scientific policy for the coinage of 
nipe’es tlian the one followed .so far, and not an indiscriminate 
accumulation of gold resources in Londn. AVe sliall examine 
below' at .some length the policy of tlie Government of India in 
relation to the coinage of rupees. Suffice it liere to say that i£- 
as is quite possible,-thc coining needs of the Government of 
India are determined in advance, provision can be easily made 
for the purchase of silver in the Budget. It may he urged that 
in view of the prevailing speculation in silver it would' be 
impolitic to declare publicly the needs of the government in 
advance. But the Government would have the option of buying 
in any part of the year, and. speculators cannot keep up prices 
all -through the year in expectation of the government purchases.' 
Moreover Guyerumeut . need iipt coin rupees eviy .yeay# 



nncl tho Tnore prolonged the period during "which pi;irchase3 
•mny he made the less signifieant is the risk of loss likely 
'to be caused by the action of speculation.- But the best 

i * » *' ^ » * * 

' answer to this plea for indefinite gold resources to be held iu' 

• * . ..." i 

London on behalf of the Government of India would be the 
discontinuance of the coining of silver altogether. We shall - 
discuss elsewhere the methods by which this can be accom- 
plished without dislocating entirely onr currency organisatiohj' 
We shall content ourselves in this place by merely remarlc- 

ing that, if it could he done, it would remove the most un- 
certain factor and so obviate the need for accumulating gold 
reso\Trces in London. (e). Another* and totally ' different 
objection to the nnliraited sale of Conncils hi London is 
based on the fact, that in the event of a serious financial crisis 

in India, and "with a heavy balance of trade against India, " 

the absence or scarcity of gold in India may well render the 

Govenfinient of India extremely nervous about the exchange 

value of their local standard of> currency. It. is admitted . 

^on all hands that it v was the relative scarcity of gold resonr- 
^ ‘ • * • 
cos in India which prevented the Government in the crisis 

of 1907-8 allowing a free export of gold. Legally .the 

Government is not hound in any way to give gold in exchange, 

for rupees at the fixed rate. The issue of gold in India, 
therefore, in times of crisis, depends entirely on the conveni- 
ence of the Government. If that convenience does not per- 
mit a free issue of gold, then for all we know, the exchange 
value of the rupee may f,all "till the fall is arrested by the in- 
trinsic value of the silver in the rupee. > This, if it ever hap- 
pens, would defeat altogther the intentions of the authors 
and advocates of the present syst(!m. It is to be hoped; of 
course, that the lessons of the crisis of 1907-8 will not be 
lightly forgotten, and that at the first glimpse of the likeli- • 
hood . of an adverse ejichange.to India. beyond the gold export- 



point (Is. 3|d.-p6r rupee) the Goveruiuent will offer, as they 
so tardily did in 1907-8, to sell freely Sterling Drafts on Lon- 
don at a fixed rate> not below Is. 3 ^d. per rupee. But even 

so the position - of the 6oA*crninent of India would be better, 
their credit materially stronger, and Indian money market 
appreciably easier in such a crisis if they had gold in India 
which they could allow for free export. The mei’e Imowledge 
of an available gold fund, coupled with an official declara- 
tion 2 )ermitting its free issue, would act as a charm to prevent 
any ordinary cj-isis from assuming a grave aspect. And in 
■ the case of a serious crisis the Government will have to be as 
good as their word, and permit a free issue of gold to genuine 
exporters. To do so might mean a depletion of their gold 
resoui'ces in one season to the extent of about 10 million pounds 
^ at the utmost, which they can easily accumulate again within 
a couple of years. It may, indeed, be argued that such a 
procedure .would involve the Government of India in a need- 
' less loss of £80,000 to £100,000 in the year of the crisis. But 
such a loss, even if it docs occui’, will occur once in 10 years 
^at the utmost; and if at the cost of £8000 to £10000 a year 
the Government could purchase a permanent improvement in 
tlicir credit and ease in the Indian money-market, such a cost 
would , indeed, Jiave been well-incurred. Moreover it is not 
quite acerurate to speak of this amount as a loss to the Gov 
ernment; it only represents an obsence of gain to this extent 
' On this point, then, we may summarise our suggestions 
that: (1) ■ The unlimited sale of Council Drafts in London 
is prejudicial to the interests of India; preventing as it does 
the natural flow of gold to India in the short-sighted desire to 
gain a small and doubtful advantage. (2) The amount of 
the Home Charges, representing the gold liabilities 'of the 
Grovernment of India being well-known, as also the amoupt 
of such Other purchases as mky fjpm time to time have to,^ 


made in England, these suggest easy, practical and raliable 
limits to the sale of Councils in London. (3) A slight mar- 
gin of say 10 per cent, of the above may be allowed for 
prudence’ sake and with a view to meet unexpected difficul- ^ 
ties. (4) The question of purchase of the silver being an un-^ 
determinate quantitj' will not falsify .the limits men- 
tioned above if a well-planned scheme of silver coinage is 
adopted; and it will be entirely besides tho point if the 
coinage of rupees is discontinued altogether. 

4. As arising out of the question of the" sale of Council 
Drafts, which has just been considered, tbe question of tbe 
coinage of rupees in India may next be discussed. The 
coinage of rupees on a considerable scale after the closure of 
the mints to the public in 1893 was first undertaken in 1900^. 
In the five following years tliere was a steady annual demand"^ 
for fi'esh rupees, and the minting operations went on all 
through that period, being rather slack in 1901-2, and father 
brisk in 1903-4, but never abnormal. In 1905-6 tbe demand 
gathered pace. In July 1905 the Government liad silver re- 
serve value at £12,250,000 or 18.37 crores of rupees. But 
tills heavy reserve Avas soon used up by the coinage operations 
of the months that followed. In December 1905 the whole 
of the bullion reserve had vanished and the rupee reserve had 
fallen to 7.61 erores. Meanwhile, the demand for Councils 
in London continuing as brisk as ever, f^’esh coinage was in- 
evitable, and Government began to buy silA'er hurriedly aud 
at a high price. But time had to' be allowed for newly pur- 
chased silver to be minted, and the Secretary of State had to 
raise the price of telegraphic tranfers to Is. 4d. The new 
coinage, when it became available, rvas more than adequate 
to the demand and so this incipieilt crisis Avas averted. But 
the experience of this year led the authorities in India to 
. belieA'e that there was an insatiate-'demtnd for -theif token 



silver rupees au'd tliey, therefore, embarked' ou a- career of 
furious coinage. They forgot that while move currency is 
needed in times of expanding trade and general prospei’ity, 
the excess is sure to be returned to the treasuries or affect 
prices in times of depression. They forgot that the effects 
of hea^y coinage in successive years are cumulative. They 
overlooked the lessons of past experience, when the rupee 
was worth no more than the bullion it contained, when it 
‘ was more profitable to melt domi or hoard up and yet a suc- 
cession of years requiring lieavj' coinage v.'as almost alv/ays 
followed by reaction. In this case reaction’ came soon 
enough, We have^ aready sketched elsewhere the events of 
the year 1907-8 when the exchange value of the rupee fell be- 
low the gold expoi-t point. Eupees were withdrawn from 
: circulation and tendered at the treasuries more rapidly 
than Government could give gold for them. By hlarch 

1908, Es. 11.5 erores were withdrawn from curculation, 
and the figure reached Es. 15.4 erores in December 
foEowiug. Another sum of Es. 33 erores was with'- 
drawn, by being' credited to the Gold Standard Eeserve 
in India, by November 1908. ' Oii the whole, therefore, 
the active circulation W'as reduced to the extent of 
nearly 28.5 erores or £19,000,000., Since then India wit- 
nessed a continuous prosperity and • expanding trade right 
tip to the eve of the warj and as her Government, wiser by 
the lessons of 1908, had accepted a policy of coining rupees 
only when the need for them .was palpable, there was no 
serious ; danger - since that time. But this story would 
IiaA'e been recounted in vain if it did not disclose that the 
policy of. coining rupees has in the past been open to just 
criticism.- ** The follo’wing- table shows the*, .amount of laipees 
coined every -year,* -and fhe figures might, -by caref^' handl- 
11 



ing, te made to supply a good working rule for new coinage 
every year. 


"Whole Rupees coined and issued from the 


1835 

• •• 

Indian Mints from 

000 omitted. 

16.39,78 1892 

1835. ' 

Ml .. 

• 000 omitted.' 

10,46,55 ... 

1840 

• •• 

31,16,70 

1893 

aaa 

(a) 7,87,30 

1840 

• •• 

76,65,60 

1897 

aaa 

(6) 15,24 

1862 


70 69 12 

1898 


(b) 75,19 

1874 


4,35,22 

1900 

aaa 

(d) 11,81.39 

1873 


3,09.91 

1901 

all 

(e) 10,91,35 

1876 


4,09,50 

1902 

'aaa 

(/) 9,31,39 

25 

1877 

• •• 

13,48,06 

1903 

.a. 

1878 

• t* 

9 63,85 

1903 

• a 

{g) 10,23,47 

1879 

•IM 

8,17,28 

1904 

»ai 

(A) 16,02,78 

1880 

• •• 

7,21,83 

1905 

• •• 

li) 12,74,60 

1881 

■ • ■ 

5,597 

1906 

aaa 

(i) 26,87,50 . 

1882 

• •a 

7,14 87 

1907 

aaa 

(A) 25,22,49 

1883 

at# 

2,31,46 

1908 

aav 

3,09,32 

1884 

• aa 

4.84,88 

1909 

aaa 

(h 2,22,97 

1885 

« • a 

9,90,30 

1910 

aaa 

1,76,88 , 
58,23 

1886 

a • a 

5,20,24 

1910 

aaa 

1887 

aaa 

8,8600 

1911 

aaa 

94,43 

1888 

a a a 

7,07.68 

1912 

• • I 

(»«) 12,41,19 . 

1889 

aaa 

7,46.68 

1913 

•aa 

M 16,32,03 

1890 

aaa 

11,76,41 

1914 

aaa 

- 4,83,70 

1801 

• • a 

6,41,69 

aaa 

aaa 

aaa 


(a) Incluclcs Es. 590 thousands for tho Bikaner Stato- 

(b) On Account of Kashmir and Bhopal rccoinagc. 


(c) Includes Es. 2,09,02 thousands coined for Native States. 


(d) 

7 

” 1,90,43 

9 9 7 7 

99 


(0) 

3 i 

” ,2.98.86 

9 7 7 7 

99 


(f) 

77 

” 11,66 

9 9 9 9 

99 


(g) 

7 7 

" .>5,94 

7 9 7 9 

99 


(JO 

97 

CO 

99 9 7 

99 


(i) 

7 9 

” 3.90 

thousands coined for the Native States 




(Calcutta 32 Lakhs 

and Bombay 

135. 

(j) 



Lakhs) coined from 
servo silver. 

Gold Standard 

Eo- 

99 

” 94 thousands coined for 

Native States 

and 




433 Lakhs coined from Gold Standard 

m 

(1) 


. 

Eeserve Silver, 



99 

99 

” 1,01 thohsauds coined for 

” 16,56 »» »> 

c • 

Native States. 
»> » 

_ 

.(») 

99 

” 12,78 

ff n 

. . - 

j 
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. ‘Without any. reasofiable, \7eU founded estimate of the 
capacity of the country to absorb new rupees, without even any 
reference to their experience in the busiest season of 1905-8, 
.'^fovemment coined rupees and thus deliberately depleted their 
sterling reserves. For, every rupee added to the circulation 
meant corresponding withdrawal from the gold reserves. Not 
to coin fi*esh rupees when trade is expanding may possibly 
expose tlie trader’s and merchants to some temporary inoonve- 
nienee. ' And if this inconvenience amounted to serious emer- 
ency Government could always buy silver when wanted, and 

resume their coinage operations, the Indian mints being able 
to turn out 13 lakhs a day without overtime. It is true that 
Ho go into the market to buy silver at a moment’s notice may 
oblige the Government -to pay a fairly stiff price. But even 
that loss is preferable to the risk of indiscriminate coinage of 
rupees which would be the alternative. Besides the necessity 
to buy silver at a moment’s notice is not inevitable, for by the 
exercise of a little foresight, the needs for rupees may be estimat- 
ed in advance for all practical purposes. And if such an es- 
timate is impossible we have to choose ‘between two evils-the 
possible inconvenience to traders for want of rupees and the 
probable depletion of the sterling reserves. The two evils 
need hut be mentioned thus side by side to show which must 
be selected if a choice is inevitable. We may then summarise 
our conclusions in this section as follows ; — 

(a) -. The Government of India would do well to adopt the 
policy ,of the Frencji Government in minting their silver coins. 


as interest and discount, n’liile the securities held had .de- 
preciated to the extnt of £ 680,702, and losses amounting to 
£ 150,083 had been incurred on the sale and redemption of 
securities. Miscellancoits charges had' amounted to £18,480.” 
The depreciation has been much greater since. The shock 
to public confidence by such depreciations remains as great 
as ever. The investmcjit of this Hcsei-ve in even the host 
sectu'ities is reprehensible, and tlio Cbamborlaiu Conimissoin 
reported ."ll’e arc of opinion ikat the actual gold held ii 
the Gold Standard Ersen-r should stand at a much higher 

figure than £ 5,000,000 In our opinion the best rule in 

the present circumstances would he ihat ao less than one- 
half of the fund should hr held in actual gold when ihe total 
fund exceeds £ 30,000,000, and ihat a iii/iiijiiiu/i amount of 
£.15,000,000, should be accumululcd as rapidig as possible.** 
. This leads us to the discu.'wion of the amount of the Reserve. 
There are Ihroc test.s by ubieh we might determine the 

amount viz. (1) the conversion re(iuivements of the token 
currency, (2) the trade ueed.s of India, (3) the Home Char- 
ges. All these tests, of eoui'se, ai’e not mutually exelu-sive. 
To begin with the fir.st it has been asserted that tlie total 
amount required in the Gold Standard Reserve would be some 
.£ 120,000,000 to £ 1 50.000, (:00 if all the rupees and notes 
in circulation were made convertible on demand into gold. 
This estimate, however, is ba-sed on the miscoueeptiou that, 
if conversion is premitlcd, all the rupees and notes will be 
immediately presented for beuig exchanged into gold. Some 
paper money must remain in circulation, for even gold is 
too cumbrous for large pajmieuts. On the other hand a 
great portion of the rupees also must remain in circulation, 
for the ordinary transactions in India are of such small 
sums that no gold coin could sex’ve the purpose. If, there- 
fore, free couversiou in gold is permitted not more thaix a 
12 
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its oUigaiit>ns in India in gdld, instead of in rwpees,** • 

Tliis recommendation,, read in conjunction \ntli- their sug« 
gestions about maldng sovereigns legal teujier in gna 
^ lUowing them to he coined at the Indian mints> makes it im- 
possible to construe the last clause as a revocable 'permission 
to use gold in India. Even- though the Committee of 1898 
declared that rupees must remain milimited legal -tender for 
some years to come, mere tokens as they vrere, Tve cannot take 
the' meaning of the Fowler Committee, reading their reeom- 
-nieudations as a Avhole, to have designed the Gold Eeseiwe Fund 
exclusively for supporting the exchange value of the rupee iu 
p-gold. The policy, however, of the C-Iovennt'ent of India, in 
the years that followed, mj.de it increasingly clear every year 
that ilipve was no intention to use the Gold Standaid Eeserve, as 
it later on came to be called, for introducing gradually a gold 
currency in India. And the Chamberlain Commission of 1913 
gave tlie seal of its approval by remarking. 

“T/ie experience of 1907-8 makes it clear that the Beserve is 
required not merely to meet the ‘*Home Charges” of the Govern- 
ment of India, at a time when an adverse rate of exchange pre- 
vents the fre'e>sale of Council Drafts, hut also to liquidate an 
unfavourahle balance of trade to the extent necessary to prevent 
exchange from falling below specie point . . . On the other hand 
the Beserve is not required' to provide for the conversion intd 
sovereigns of rupees in circulation in India... Gold is'world*^ 
mgney> and India like other great countries, needs gold less for 



inicrnal ch’culalion ihan for the seitleinent of external ohliga^ 
fion when the balance of trade is insufficient to meet fham/’ 
But here we are confronted with a radical difference of 
principle. Those who regard the Gold Standard Eeserve as 
having been designed to facilitate the eventual introduction of 
a gold standard can never appreciate the views of those who 
destine it exclusively for steadying exchange. The latter as- 
sume that gold is not needed for intemal currency purposes by 
any country, 'while the former .see in tl\e current circulation of 
gold in a country the only guarantee of a steady exchange 
without any need of help from the manipulations of public 
authorities. This is a point, -which, perhaps, had best be dis- 
cussed under the chapter dealing with the need for a gold cur- 
rency in India. 

(&) Coming next to the amount and composition of the 
Reserve, it is needless to postulate that the amount and composi- 
tion of Uie fund must necessarily depend in a great measure 
upon Uie object it is meant for. But assuming that object to be 
what the official spokesmen have formulated it to be viz.' the 
steadymg of the exchange value of the rfipee, the manipulation 
of the Reserve is open to criticism. As already mentioned the 
Reserve dates from 1900 and the following Table shows its 
gro-vyth and position in the succeeding years.- 



Table showing the amount, composition and location of the Gold Standard Reserve. 
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By the time of the crisis in 190748 it had reached nearly £ 
18 millions. It "was decided about this time that a part of the 
profits on coinage shonld be used for railway construetion in 
Lidia, but this step proving perilous, the idea was soon iafter-- 
wards abandoned. The Gold .Standard Reserve, however, ‘ 
went on accumulating. Before the war the Reserve stood as - 
follows : — 

Sterling securities at market-value . . £ 17,745/543 

Money at short notice and gold 

with the Bank of England . . £ 4,344,962 

Silver in the Indian branch . . . . £ 4,000,000 


£ 26,090,000' 

Out of a total of over about £ 26 million more than I was 
invested. In the event of a serious crisis the invested .portioii^ 
Vould not he available without a serious loss. Even, there- 
fore, if we take it to be meant for steadying the exchange 
value of silver, this disposition of it is open to serious reflec- 
tion. The idea of investing a portion of the Reserve no doubt' 
originated in the desire to earn interest. JBut the loss on a 
forced sale during a crisis, not to speak of the great depre- 
ciation 10 which all seenrities-even the best-arc liable, is often 
more than the whole of the interest earned dux’ing the period 
the money was lying idle. To take but one example, in the 
crisis of 1907-8 secuidties • to the nominal value! of £8,000,000 
were sold. Luring the five years preceding that amount 

would have earned interest at 3 per 'cent, amounting to 
£1,200,000 in year. According to Alakh Dhari the forced 
sales of securities in 1907-8 resulted in a loss of Rs. 22 lakhs 
or over £ 150,000. Says the Deceuuial Report of the moral 
and material Progress of India for the years 1911-3 to 
1911-12. “Upto 31st March 1912 there was a net profit of 
£ 2,105,868 on -the investm^tj £2,9q8,138 had" '.been received' 



third of the total money in eireulation could ever be present- 
ed for conversion. We need not, therefore, have a bigger 
resei’ve in gold than £40 to 50 millions. On the other hand 
if we take the trade balance of India as a test, India has been 
for all the ages past and is likely to continue to be for some 
generations to come a country with a favourable trade balan- 
ce. No reserve in gold need at all be accumulated on the 
score of trade alone. If tliere were no Home Charges to pay, 
India’s trade even in the worst years of famine 
would finance itself. There may, indeed, be a temporarily 
adverse exchange; but, it would soon be redressed by the 
returning ivave of prosperity. It is really the Home Char- 
ges which makes our exchange problem a source of great 
anxiety. Even on this basis of the Home Charges, however, 
the utmost that can be required from India in that way 
amounted before the Avar to £ 20,000,000 a year in round' 
figures. If AA'^e assume that there will be no balance of trade 
in favour of India ior tAVo consecutive years — a most im- 
probable assumption — ^Ave Avould need £40 millions to pay 
our Home Chai-ges; supposing that dux’ing that period Ave did 
not borroAv at all in England. The safe figure to Avhieh the 
Reserve should be accumulated is on tAvo independent tests, 
found to be someAvhere betAveen £40,000,000 & £ 50,000,000. 
It should, of course, be held exclusively, or at least predomi- 
nantly, in gold. The loss of interest oii £ 50 miliou, at 4 per 
cent. AA’ould be £ 2 million a year: but in the interests of the 
stability of exchange such an outlay may well be made with- 
out hesitation; Avhile the loss may be reduced by providing 
that a third or at the most a half should be invested in Indian 
and English securities. 

(c) The last point of criticism on this question of 
the Gold Standard Reseiwe is in connection Avith the location 
jyf the fund. It has been the practice ever since the creation 
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of that fund to keep it in England. • The Chumherlain Com* 
mission has approved of this practice by declaring, f‘Ths 
most suitoblo place for the location of the Gold Standard 
Reserve is, in otir opimon, undoitbtedly London,** and they 
support this contention ly urging “London is the clearing 
House of the world, India*a chief customer is the United 
Kingdom, and London is the place tvere money is required 
hath for the expenditure of the Secretary of State on India’s 
hehalf, and for payment of India’s commercial oibligaiions to 
this country and the world in general. . . If the Reserve is 
kept in India it toould have to be shipped to London to be 
used. This would involve delay at a moment when immediate 
action is necessary We have no hesitation there- 

fore in recommending that the whole of the Gold Standard 
Reserve should be kept in London”. This x-ecominendation, 
however, is founded on a misconception. (1) The presence 
of the Keserve in India would be a source of iimneixse .moral 
strength to the business coinnuinitj^ in India. (3) And the 
shipment of gold to London will not be required, if past ex- 
perience through an unbroken series of generations is at all 
reliable, more than once in ten year's. (3) Besides if the 
Reseiwe is in India it might enable our Goverixment to meet 
its obligations in gold, anfcl thereby reduce the rate of in- 
terest. (4) Lastly the Eeserve in India, if any portion of 
it is to be invested, will be invested in rupee securities and so 
strengthen the credit of the Government in India. In view 
of all these arguments the policy of keeping the whole of the 
" Eeserve in London cannot but be unhesitatingly condemned. 



to declare notes of higher denomination -universal legal ten- 
der by ah executive ordei*. In pursuance of this power* 
notes of one hundred rupees were made universal legal tender- 
in 1911. The Act of 1910 also removed the Burman limita-. 
tion on the five rupee notes. In 1911 the Government for-, 
bade the I'eceipt of notes of higher denominations, in eircl^' . 
other than the eirle of issue, in payment of government dues 
or to‘ Railways or Post and Telegraph Offices. (5). The 
whole amount of the Currencj’^ notes in circulation is secured 
by a bullion reserve and securities of the 'Government of 
India and of the United Kingdom. Originally the Paper 
Currency Reseiwe consisted almost exclusively of silver; but 
the policy was inaugerated, in 1893, of issuing notes against 
the British sovereigns and gold at the rate f«£ Rs. l.'i per 
so that now it consists of gold as well as silver. In 1861 the 
total amount of the Reserve in securities tvas fixed at Rs...,^^ 
crores — that being deemed the indispensable minimum of 
notes which in all probability would never be presented for 
conversion in metallic money. The growth of the note circu- 
lation twenty years later was sufficiently gratifying to- per- 
mit an increase of the invested portion of the Reserve to Rs. 

6 croi’es. The issues, however, went on still expanding, and 
power was, therefore, given to the Governmnt of India, by 
Act IV of 1890, to raise the limit to Rs. 8 crores. This power 
wa.s first utilised in december 1890 when it was raised to Rs. 

7 crores, and again a year later to Rs. 8 crores. Act of 
1896 empowered tlie Government to raise again the Reserve 
to 10 crores, and the power was exercised in December of that' 
year. In 1905, by Act III of that year, another 2 crores was 
added to the invested portion, this sum being invested by the' 
becretai'y of State in Consols and Exchequer - Bonds. In 
1908-9 the Exchequer Bonds were replaced by Consols. By 
Act VII of 1911 the limit was further raised by two ci’ores, 

■iljd the Secretary of State was allowed to invest another 2 

- * » 



CHAPTEE IV 


Peiper Currency in India up to 1914.. 


1 HISTOBY. 


Tile history of otir Paper Currency proper dates from 
1839-1843 -when the three Presidency Banks were allowed to 
issue notes payable on demand. These notes, not being legal 
tender, could lie used only in those eenti’es of commerce 
^Ybcre, as in the Presidency Tomis, some substitute for me- 
tallic* currency was reciuii-cd to facilitate large payments. 
After the llutiny, the disordered state of the finances of the 
Government of India claimed and obtained the assistance of 
a special Finance ^linister. Among the many constractivc 
measures of (iiir first Finauee Minister, Mr. James "Wilson, 
was an attempt to regulate and popularise the excellent subs- 
titute for metallic money which was lirovided by the paper 
notes oC the Prcsuloiicy Banks. Their notes, he learnt, had 
not made any oncouragiicg progress, but he rightly judged 
that this slo^Y progress was due to the absence of the Legal 
Tender Ciuality. To make the notes legal tender would raise 
the noAv and hard problem of their convertibility, and the 
conseqvTcnt necessity of public confidence in the issuing 
aulhorily, its sdvency, the iJroA’ision of an iiltimate reserve 
etc. The notes issued by these Banks were not supported by 
any strong reseiwe as they were required to keep a com- 
bined reserve of only 25 per cent, against all the outstand- 
inu: demand liabilities. Considering the .situation of India 
after the mntinyj Wilson judged it best that the note issue 
should be centralised and made a public monopoly, not only 
because of the immediate gain to the state, represented by the 
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saving of , interest on that portion of the reserve- which wasi 

invested, but also because of the immense need of insuring ■ 

confidence, and thereby the popularity of the notes. No 

private ' institution, not even tiie most respectable Bank^- 

could inspire that confidence which was essential for the 

popularity of this new form of money. It was but fair, t^jat 

thC' profits of the note issue should be taken by the State,' 

since they would be a kind of tax levied on the generar-public, 

/ 

Mr. Wilson and his colleagues in the "Vicergari Council 
in India, as well as Sir Charles Wood, tlie Secretary of State, 
were in complete agreement about the necessitj’^ of Vmaking 
the Indian note-issue a public monopoly. But they* could 
liot bring themselves to view from the same stand-point the 
^question of reseiwe. The authorities in England, wilh their 
memories of the Paper Currency controversy in England 
after the publieaton of the Bullion Commission’s R'eport, 
could not conceive of an.v measure as sound which dui not 
accept the principle of the Bank Act of 1844. They wanted 
the notes to be covered, pound for pound, bj’’ an equivalent 
metallic reserve, heyond a very small sum lohich might 
be issued against .securities. Even this small portion was 
suifered to be issued against seexirities and without a metallic 
reserve, when it Avas proA'ed that this portion represented a 
minimum which under no conceivable circumstances was 
likely to be presented for converson. In vain was it point- 
ed out to them that such a measure made the currency in- 
elastic in -the extreme, incapable of expanding with the needs 
of the community unless thei-e Avas a specie to back it. In 
A'ain AVilson pleaded that the very object of a representath'e 
money-the economy of the precious metals-Avould be defeatfed 
by such a measure, and that the profits to the issuing autho- 
rity Avould be unnecessarily circumscribed. Sir Charles Wood 
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remained adamant on this point of the metallic reseay^, 
and Wilson was spared tlie mortification ol carrying out a 
scheme of whieh he could not approve by the timely break- 
down of his health. 

On all other points there was a substantial agreement 
between the authorities in India and in England. The Paper 
Currency Act was passed in 1861, repealing all the previous 
legislation on the subject, and inaugerating an entirely new 
system. The salient point of this system were: 

(1) Thc Currency notes were made legal tender to an 
unlimited amount in their respective circles of issue and were 
i.ssued by the Government exclusively. 

(2) They were in the form of a promise to pay on de- 
maud at the head-qnarters of the circle from which they' 
were issued. 

(3) Notes, of one cricle were not. legal tender in another 
circle, except for the payment, of Government dues which 
eould he paid in any eii'cle in the notes of its own or any 
other circle. Railway Companies, too, might receive, in 
payment of their fare and traffic charges, notes of any 
other, and recover specie from the Government against these 
notes. The public treasuries, also, would iii practice cash 
the notes of any oilier circle, as well as their own, provided 
they had funds to do so. There were four such circles, viz., 
Calcutta, Bombay, Madras and Rangoon,- and four subcireles 
viz., Cawnpore, Lahore, Karachi and Calicut. By an Act 
of 1910, which consolidated the law on the subject of the 
Paper Currency, the sub-eii'cles were aholished-j and so now 
there are seven circles in all, viz., Bombay, Calcutta, Cawn- 
pore, Karachi, Lahore, IMadras and Rangoon. This arrange- 
ment of dividing the country up into several provinces is 



open to the objection that the area under which the notes bt6 
nnlimited legal tender being resti’icted, the notes can never 
become veiy popnlar* nor can the economy of metallic money 
be veiy considerable. On the other hand the experiment of 
a public note-issue in India was new. The credit of the 
Government, afler such a shock as that paused by the 
Mutiny, could not be wilfully exposed to the least possible 
and prevcntible danger. The demand for casli (rupees) 
varied in different parts of India at different seasons of the 
year. Would it then be prudent to create a system, 
'wliich, by giving full facilities for cashing the notes, may 
make them so popular that their very popularity may be a 
mcjiacft to the credit of the Slate? Of course when once the 
notes were rooted deep in the eoiafidence of the piiblie, when 
tliey had learnt to use notes for other purposes than imme- 
diate encashment, it would be time enough to recast the 
system. As we shall see beknv this was what actually hap- 
pened nearly half-a-centuvy after the first Paper Currency 
Act was passed. That during this long interval the notes 
did not make any rapid progress 'in jjopularit}’’ does not 
ronslitule an unlimited censure on the authors of the system 
in 38(51. (4) The notes were originally issued in the deno- 

mination of Rs. 10,20,100> and 1000. The small denomina- 
tion of rupee in terms alow as a s. 20j-, according to then valua- 
tion of rupee in tenns of the pound sterling was necessaiy 
in view of the poverty of the people of India and the small- 
ness of their daily transactions. The five rupee note 
was introduced in 1871 and later on the ten thousand rupee 
note. The five rupee note was made universal legal tender, 
except in Burma, m 1903. ' By the copsolidating Aot of 1910, 
the issue of twenty-rupee notes, was discontinued, and the 
ten and fifiy rupee jiotes were made universal legal tender* 
that is payable in any circle whethei’’ of their ^origin or nofi 
and power vras given to the Goverument-lji'eneral-in-Couiicil 
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is expanding, eveiy year. The foreign sea-horne trade alone 
has increased from Rs; -122.59 erores in 1875-76 to Rs. 480.83 
crores in 1913-14 the year before the "war. And if to this we 
add the far more numerous transactions of exchange within the 
countiy, it is obvious that the commercial world, with its ever 
increasing transactions, would be sorely hampered by the lack 
of a medium of exchange wliich -could be easily contracted or 
expanded as occasion required. Various suggestions have been 
made for affecting this most urgent reform. The Chamberlain 


Commission recommends. , . . 

“lYe think it eminently desirable that the use of notes in 
India should be encouraged by. all legitimate means. , With 
this object in view, we recommend that the Government should 
increase, whenever and wherever possiblej the number of iilaces 
at which the notes are encashable of right as well as the extra-, 
legal facilities for encashment. We think it would be desirabfe 
to universal i c at once the notes of 500 i*ui>ees. With the ex- 
perience gained it may be found possible to carry tiniversalisa 
tion still higher. ‘ - 


Against this proposal the only objection that could be taken 
is that the Government might haA’e to keep a large reserve avail- 
able at any moment in any treasury, and that they might have 
to incur a heavy cost of remitting specie from one district to an- 
other frequently. Witli a little more experience, however; the 
authorities could easily malm adequate provision, without keep-, 
ing an unduly largo reserve, against all i)ossiblc emergencies 
CL this, nature. The great facilities ctfered to the bimincss 
ctmimuiity by such a reform, and the cciisequeut increase in. 
il.c quantity tf mUs in circulation, ujculd more than counter- 
baLuice the co-t of ivmitauce that may have to bo incurred from 
time to time. 


Y.Tiilc, therefore, avc desire a greater popularit 3 '' of the cur-' 
rcncy notes and theii* more extensive use than is .the case-today, 
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croi’Cf? ill ‘ Consols. • Thus the total invested Reserve of the 
Indian Paper Currency stood at Rs. 14 crorcs just before the 
outbreak of the ivar, and of these only 4 erores were invested 
ill sterling securities. As regards the metallic Reserve, 
under the Gold Note Acts of 1898 and 1900, power was given 
to tlie Government of India to hold a part of the metallic 
Reserve, in gold coin, or tei'nporarily in silver bullion in Lon- 
don instead of in India. The object of these Acts was to 
afford some relief to the Indian money market in seasons of 
stress, if notes coud be issued against gold tendered in Eng- 
land, the Secretary of Slate could sell the Councils freely 
in London. Some gold was held in London under these acts, 
but not as a part of permanent policy. An Act of 1905. 
however, formulated a permanent pnlicj* on the subject, by 
fully empowering ‘ the Govenunent to hold the metallic, 
portioji of the Reserve, or any part of it, at its free discvetioii 
eithei' in London or in India, or partly in both places, and 
alsj) in gold coin or bullion, iii rupees or silver bullion, pro 
vided that all coined rupees should be kept in India alone. 
Under the provisions of this act a Paper Currency chest was 
instituted in London, and a sum of £6,000,000 iji gold w'as 
remitted from India to be held in that cliest. A further sum 
of £1,015,00 was Ij-ansferred to the clicst from tlie Secretary 
of Slate's balances in 1905-6. This gold began to increase in 
amount after lUOG and on 81st March 1913 a year before tiiTi 
outbreak of the war, the total Rcscirv’e was distributed a.** 
follows ; — 

In erores. • 

' ■ Silver in' "India Rs. 16.45 

Gold •” ” Rs. 29.37 

” " London Rs, 9.15 

Securities Rs. 14.00 

• - Total' Rs.- 68.97.- 
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it. Organisation op Paper Ouerency Office. • 

Before we go on to discuss tlie proWem of Paper Cur- 
rency ill India, it would be interesting, thongli a point 
merely of detail, to note that the issue of the CniTenej’’ Notes 
is managed by a Paper Currency Department, whose function 
it is to issue notes without limit from any Paper Currency Office 
against rupees, half-rupees and sovereigns. Notes inay be 
issued even against gold-bullion and gold coin, Avhicli is not 
legal tender, from circle offices on the requisition of' the 
Gomptrollcr-General» who is the head of the Paper Currency 
Department. The notes are, supplied by the Secretary of- 
Slaie through the Bank of England on an indent by the Head 
Commissioner.^ He, in his turn, or the Commissioners 
■under him, supply notes as required to all the Currency 
Agents in the country. Every note, except a universal one, 
hears upon it the name of the place from -which it is issued, 
every note without exception has impressed upon it the 
signature of the Head Commissioner or of a Commissioner or 
Deputy Commissioner. ‘ 

til. PROBLEMS OF PAFJSU OUmiENCY. 

(a) Poimlamation of Notes, 

It is now fifty-six years since the Paper Currency Act was 
passed and almo.st eighty yeui'S since this form of currency was 
first introduced in India. Yet during that long period the 
development of currency notes has heeli not all that could be 
tjesired. At its inception in- 1862 the total gross drcjAation 



of notes was Rs, 369 lakhs. After 30 years it was 2710 lakhs, 
and thereafter the growtli has been as follows : — 

, . AVERAGE OIBCULAIION IN OBOBBS OF RUPEES. 


Year. 

Gross. 

Net. 

Active. 

1892-93 

27-10 

23-33 

19-53 

1893-4 

28-29 

20*83 

17-85 

1899rl900 

27-96 • 

23.67 

21-27 

1900-01 

28-88 

24-73 

22-05 

1902-03 

.33-74 

27 35 

23-49 

1904-05 ■ 

39*20 

32-76 

28-11 

1906-07 

45-14 

39-49 

33-93 

1908-09 

44-52 

39-02 

33 10 

1909-10 

49-66 

45 35 

37-21 

1910-11 

54 - 3 o 

4648 

38-75 

1911-13 

57-37 

49-49 

41-89 

• 1912-13 

65-62 

' .54-92 

45-39 

1913-14 

65-55 

55-62 

46-63 

' igl4r-13 

64-04 

.59-28 

4543 


On 31st March 1914 the gross* circulation Le. the total 
number of notes issued was valued .at- 66 crores. The need fox 
developing the noteissue is felt in India becausse her currency 
system i.s so very inelastic. According to the provisions of the 
law no new notes eaii be issued unless an eouh^alent quaulity 
of specie is pre.sen<cd in exchange. Thougli the amount of 
in vestments lield in the Paper Currency Reserve was cojisitler- 
ably raised during the war, as we shall describe more fully later 
oii, and though the gross circulation was increased to 175 crores - 
in round figures, the paper portion of the total currency is only 
about 2j5 of the whole. .Besides the Indian business public is 
not yet so widely accustomed to the cheque system, which has 
completely counteracted the' similar inelasticity of the English 
currency system. Nor can we belieye that the Indian public 
can or will adopt the cheque as a means of payment on a much 
wider scale in the near future. Meanwhile tlie trade of India 

* The iiet circulation, it may be remarked, is the total number 
of note’s in circulation less those held in Government Treasuries, 
while active circulation is thp pet circulation less the notes held 
by thcr Prepideney Banks, 




serve, tlie introduction of tlie gold element was originally in- 
tended to afford relief to the otirreney sitiiation in India, but 
the gold portion has subsequently been used for entirely dif- 
ferent purposes. Says the Chamberlain Commission. 

“The tot'al amount of gold in the Paper Curreney Eeserye 
naturally fiuctiiates inversely with the total stock of rupees la- 
the same reserve. When the rupees threaten to fall short the 
gold accumulates, and it is by using the excess gold that the 
cost of silver for fresh coinage is eventually met. As already 

explained, the authorities endeavour> through the sale of Council 
Drafts in London, to secure that the gold should not accumulate 
■n India to such an extent as to involve shipment back to London. 
In practice the amount of gold accumulate in India has, except 

when depleted by the crisis of 1907-8, always tended to exceed 
the maximum demand for gold from the Keserve in India. 
Tlie poliej* pursued in quite recent years has been to locate from 
about five to seven millions sterling in London, and only to 
seeuve the presence in London of further gold belonging to this 

reserve when the money is wanted to purchase silver. This has 
been criticised by some of the witnesses who appeared before us.- 
It seems to ns, however, to be at prsent justified by two cou- 
.siderations. In the first place it is reasonable that for the 
purchase of silver some part of the Paper Currency Reserve 
gold should be kept in London, as the principal source of supply : 

for this purpose no great amount is required. ; But, second^ 
there is tlie maintenance of the exchange to be considered.- The 
facts are that the gold in reserve in India has been much in 
excess of the demand, that the Gold Standard Reserve has not' 
in itself been sufficient to secure beyond question the stability 
of exehangei and that gold in London is more directly and in- ' 
duibitably effective for this purpose than gold in India. In 
these eireurastauees, so long as the Gold Standard Reserve is ■ 



no means of achieving' oiir object, Ijfyiie pres^^^ft- 

IIRP.R of Tlip P.ftnn+rv. pv^pni. hv imivpr'aJdiortirH fafT^a^mallTT 
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cumstanees orTTie'cotintryi except by nnivershUsmw^/gi^nally 
-notes of Rs. 500, 1000 and even 10000, and offering facilities 
for the conversion of rupees into notes and vice versa. The de- 
velopment of the cheque system is an alternative impracticable so 
long as there is only one literate person in a hundred in this 
countrj'. The issue of one or two rupee-notes, is another alter- 
-native, and of a temporary utility, Avhieh must not be adopted 
except in the last instance when it has become absolutely ine- 
'xitable. The need for elasticity in our system is indispensable; 
but that, perhaps, would be better secured by recasting the 
provisions regarding the reserve than by any such measures of 
momentary A’alue. We shall, accordingly, turn our attention 
next to the discussion, of the Paper Currency Reserve. 
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(1) Currency Reserve. 


We have alread.y traced the history of this Reserve upto the 
outbreak of the war, and shown that it consists of two main 
branches: Metallic Reserve and Seem-ities, eacli of which can 
be further subdivided into gold and silver portions of the 
metallic Reserve. Tlie Reserve was distributed as follows : — 


In lakhs of Rupees. 


RuX^ees . . . . . . . . 20>53 

Gold coin and bullion in London . . 9,15 

” ” ” ’’India 22,44 

Securities at cost in London . . . . 4,00 

” in India .. .. .. 10,00 


Total . . 66,12. 

The composition and the location of the Reserve has aroused 
much criticism in the past, nor is there any chance of that cri- 
ticism being set at rest by the I’ecomme'ndations of the Chamber- 
lain Commission on the subject. Taking first the metallic rc- 



notes nf higher denominntion in all circles. But a much 
better ' remedy v’onlcl be to recast nltogither the principles 
governing our. note issue. On this point the Ohamherlttin 
Commission recommended : 

'• The fiduciary porton of Paper Currency Reserve 
should be increased at once to 20 crores. But instead of 
merely fixing this figvwo as a maximum, 'we propose that' the 
ma^'mixm of the fiduciaiy portion should be fixed at the 
amouni of tlie notes held by the Government in the Reserve 
Treasuries plus one-third of the net cironlation for tlio time 
beuig. Under tlii.s proposal the' invested portion of the Re- 
ser\’e vill be .xt once inereascfl by .six erore.j. We iwoiuuumd 
that this rc-siiU should be eifeeted by a transfer (at market 
value) of sterling securitie.s to that amount from the Gold 
Standard Reserve in exchange for fi crores of gold now uv 
the Paper Currency Resci'vc in India.’' “So long ns the 
gross eirculaton exceeds 60 crores,’* they eotxtinne, “it will 
be within the power of the autlioritics to increase 
the investments of tlte Reserve and we propose that 
floYornment should have power not only to make such fur- 
ther permanent investments as they think fit, but also to 
make temixorary inve.stments oi* to grant loajis eithe)’ in India 
or in London.’’ 

These recoiumeiulations of the Commission are on the 
wliole praisewortliy, and particularly the suggestion uhont 
making temporary loans in India. We cannot, however, 
associate ourselves Avith the idea of investing a iJirt of these 
Isecuvities in London; nor can A\-e endorse the recommenda- 
tion about short term loans in England. It is, moreover, a 
gi-eat i’mpvoveineut on the present methods, to suggest a 
combination of the tAVo principles of a fixed maximum reseiwo 
in securities, and that of a poiTortioual Reserve. By this 
mciius Ave may legitimately expect an increase in the revenues 



insufficient by itself to secure the stability of exchange, we 
think the policy is justified.” 

This apology is entirely beside the point. The purpose 
of the metallic portion of the Paper Currency Eeserve 
has .-ilways been and must alwaj's be the guarantee of 
eon- Oiling tm demand the currency i-otes into legal 
tendf'r 5r:oney. If in demanding conversion of the notes 
people in India prefer rupees to gold coin, that is no reason to 
consider gold in India as useless. The intrinsic 

.value of the rupee, ajjart from the abnormall 5 ’’ high 
price of silver; is about ten aiuias; and 16 crores of coined 
rupees in the Paper Currenc}' Reserve are in reality wortli 
only 10 ci’ores. The introduction of a portion of gold in 
that Reserve is, therefore, required for giving additional 
strength to tliat Reserve,. The transfer of a large part of 
■ that gold to London, with the object of buying silver for fresh 
coinage, does not apear justifiable; for the coinage require- 
ments of the Goycraraent of India cannot fluctuate so much 
tJiej’- should not be permitted to be so uncei’tain-as to demand 
an extra reserve of about 10 crores i)i England. The sus- 
picion that this gold is kept in London with a view to assist 
the London money market; that it is a conspiracy to deprive 
India of its share of the world’s gold to which the officers 
of the Government of India have wilfullj’- lent themselves is 
likely to gain wide circulation. Moreover the second pnr- 
pose that this gold is said by the Commission to serve in India 
is eutirelj' foreign to tlie orginal intention of this reserve. 
If tlie exchange A-^alue of the rupee has to he artificially 
maintained, the task of that maintenance should fall on the 
Gold Standard Reserve and not, under any circumstances, 
on tlie Paper Currency Reseiwe. And if the Gold Standard 
Reserve is found inadequate to meet all possible demands 
upon it in the time of a crisis, it is because (rf i;he short- 



sigliteil policy of gaining interest. A SMbstfa-fttia! portion of tliat 
Ilese]’^•e is invested in securities; it is because even in tha,t 
Reserve no adequate gold bullion is allowed to flow to India 
under the normal course of trade. But whether the Gold’ 
Standard Reseive is adequate or not, it is clear beyond tho 
possibility of a doubt, that the Paper Currency Reserve 
cannot be used for steadying exchange without being false 
to the purpose of that Reserve, and without placing the 
Indian currency sj’steni in a weak and suspicious condition. ■ 

We have not yet mentioned in this connection another, 
purpose which the gold in the Paper Currency Reseiwe may 
be made to serve Avthout any violence to the nature and 
purpose of such a Reserve. The accumulating gold coins 
nsay v.ell he iised for fan^itathig (he introduction of a gold 
currency in India. If the rupees were made hy (aw limited 
legal tender, and if tho notes were expressed, in terms of 
gold whether the British sovereigns or any other coin 
, specially minted for India, the advent of a ^gold Currency 
as well a gold standard will be hastened, and that without 
disturbing, in any Avay the mojietary system. The accumu- 
lated gold coins or bullion may be first used Cor the purpose 
of redeeming the notes in gold when presented, and there 
is every reason to helive that the people, being used to notes, 
would accept them all the more willingly when they are 
made convertible in gold than when they are simply converti- 
ble in silver. If tlie note-issue increases, or even if it re- 
mains what it was in normal limes, say 70 erores of rupees, 
nipees even with a limited legal tender, would be required 
to the extent of Rs. 100 erores rougldy. The total new gold 
coinage therefore, taking the currency requirements of India 
at Es. 200 crqres would not exceed Ks. 30 erores or 
£ 20,000,000 at most. But the total gold held in the cur- 
rency R-eserve in, .India and Loudon amounted in 1913.. to Rg. 



rities were bringing only 2^ Ijer cent; and, besides, they 
were steadilj’- depreciating since 1909. The Indian securities 
on the other hand brought in per cent, and, in spite of all 
tlie crises and famines were fairly steady before the war. 
And the other contention that the holding of sterling securi- 
ties is required to strengthen exchange is equally absurd and' 
ill-founded. The object of the Paper Currenc 3 '- Reserve is 
to guarantee tlie immendiate convertibility of notes on de- 
mand, It lias, and can have, nothing to do with the main- 
tenance of the Exchange. To confound these two distinct 
functions of two distuiet Eeseiwes, in the liope of strong 
theniug exchange, is to put a heavy strain on each which 
may prove too much even for both combined. 

Another point in the treatment of the invested Reserve, 
lo which attention- might be move profitably directed by 
public criticism, is in connection with the amount to be in^ 
voslcd and its proportion to the total circulation. In 1113, 
as we have seen above, when the gross circulation amounted 
111 09 crores, the invested ])oi'tion of the Reserve was onh'' 14 
crores, or sliglitl.v over 20 per cent, of the total issue. 
In 1917 when the total crieulation was over 83-40 crores the 
invested portion of the Reserve was 42.80 crores or over 50 
per edit. In 1913 the total active circulation was 45.39 
c'-ores or that the hive hi d Weserve wa-i about 30 p 'v cent. 
In 1917 the total active circulation Avas 45.39 crores so that 
the inve.sted Reserve AA-as about 90 per cent. In 1917 the 
net circulation Avas 80.5 crores and so the invested portion 
Avas 55 per cent, and its proportion to the aetiA^e circulation 
iiui-st ho still greater. This vast discrepaiicj', though caus- 
ed hy the AAar, avouUI not liaA’e occurred if the note-issue 
were l.-ascd on more .scienliii'. principle'-.. We liavc .sUoAni 
above that the Avant of elasticity in our nul e-circulation cao 
be onty remedied bj"- an immediate untyorsalisation of the Rs. 
y'OO notes, and greater facilities for encashment as of right lo 
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to demand a change in the. Standard in order to avoid- 
obvions injustice which would otherwise be' inevitable, 
the State would be perfectly justified in assuming that its 
protection is invoked only in the extreme ease of unqes- 
tioned injustice. In modem times, tha)iks to the very 
wide development of credit organisation, it is more than 
likely that the majority of commercial transactions are time 
contracts. The traders may reasonably be presumed to 
know their risks, including the variation in the general 
level of prices when, they enter into such contracts. The 
short-lived change, even if it should be creating some in- 
justice, cannot justifj’^ a radical alteration of the. Standard 
to grant justice to such instances. We must take them 
t(i bp the unavoidable incidents of the im.x)erfect organisa- 
tion Avith Avliieh all human institutions must put up. 

If Ave leave out these temporay changes Ave find the only 
justification for tampering AA’ith the Standai-d'is such A" 
change in the general exchange ratio of other things to 
ilie Standartl material as to bring about a fairer distribu- 
tion of the risks of exeliange by a mere luadjustmcht of the 
value of the Standard. A fuller ..discussion 
of this great social problem AAUuld lead us into a disgi’e.ssioji 
Avliich must be aA’oided. But Ave nmst observe that 
popular demands for a change in the Standard are often 
the clearest evidence of the’ bankruptejA of - ideas on tli'e 
part of those proposing the change, and a misapprehension 
of their duties on the imi't of those accepting it, not to 
mention the still stronger objection that the- change is not 
alAvays productive of the goal in aucay, or eA^en suited lo 
the particular evil sought to be remedied. Thus at the 
time of the closure of the Indian IMints to the free coinage 
of SilA'er in 1893, it Avas generally thought that silver had 
depreciated in Aulue, and therefore a re-adjustment of its 
value in terms of gold, if necessary by artificial means lili? 
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of India in the shape of the interest for these investments, 
permanent or temporary, -whithont, however, endangering in 
the least the convertibility of notes. Moreover, as the cnr- 
rency notes gain in popularity, Government can, by this 
method, increase either the permanent or the temporary, or 
both portions of the invested Eeserve without a special act. 
We noorl not apprehend any abuse of such a latitude of 
powers to the Executive since the maximum that can be in- 
vested at any moment will be automatically determined by, 
the operation of this pi'ineiple. For greater prudence, sate 
it might even be suggested that the temporary investments 
shonkl bear a certain pproportion to the permanent reserve, 
sa3% 1 :2. 



CHAPTER. V. 


The Indian Currency System during the War and After 

Before the outbreak of the great European War the Indian 
Currency system was based on the idea of a Gold Standard 
System — ^in theory onlj\ The gold was not to, and did not in 
fact, circulate freely in ordinaiy currency. It was only made 
available if required to settle an unfavourable balance of trade 
against India. As India herself doe.s not pj-odnce gold in any 
great quantities, this demand wlieneve]- it occurred, was mot 
out of the accumulated and reser\’ed profits of the coinage of 
rupees. Tlu se last wei‘e the de facto standard coins of India 
And as tJieir intrinsic value* calculated by the metal contents 
was, all Ihrouvjh the period before th-. War, ibout 40 per cenf 
less than its legal value, the government managed to reap veiy 
considerable profits eveiy year from the forced maintenance 
of this fraudulent standard of value. 

It is as well to note at the veiy outset that for an artificial 
.standard like this to be maintained in the scientific Simplicity 
and integrity that were ex post facto claimed as advantages of 
the system by its academic admirei^ or practical beneficiaries, it 
is imperative that the moment an adverse balance is felt the 
gold should be made immediately available. As the managing 
authority and discretion rested with a hide-bound routine-led 
government department, out of touch with the eddies and 
currents of the mercantile world, tliis primary requirement was' 
never fulfilled. Another requirement, less obvious perhaps 
but not less essential, was some kind of a rule, system, a measure 
for the coinage of the standard coins — ^rupees — in forced eir^ 
culation at a fraudulent price ; so that they might be prevented 
from, bringing about their own undoing. But the rupees were 
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coine(i» all through the period before the War and even during 
the War, -without rhyme or reason. The suggestion, perhaps, 
would not be quite accurate that the coinage of rupees -was 
dictated exclusively by considerations of the resultant profit. 
As the profit, though enormous, had to be accumulated and 
reserved, the temptation of an income from this source could not 
in all probability have been a deciding factor, though the fact 
must be noted that the Mackay Committee on Indian Railways 
had suggested in 1907 the diversion of a part of this profit as 
capital for railway eon.struetifm in India. That this expedient 
was never adopted does not make the danger of neh accumulated 
reserves until indefinite goals the less to the public from whom 
they have been acquired. 

In practice the balance of Trade was never against India. 
And, though, with the Home Charges thrown in, the Balance of 
Accounts, which is entirely different from the Balance of Trade, 
occasionally went against India* the obligation to provide gold 
had no practical significance of any serious dimensions. • The 
domestic demnucl for gold was considered reprehensible as mini- 
.stei’ing to the most wasteful traditions of eastern hoarding. 
Hence, after one veiy half-heai'ted effort, no endeavour was made 
to- dilute the Indian local circulation with gold. In a period 
of crisis, when the trade balance had fallen off, the Governments^ 
after a vaiying interval, announced their intention to seb .Re* 
ver.se Councils, i.e. mandates on the Secretary of State tv pay 
gold in London against rupees received in India. The Secre- 
tary of State was supposed to pay out of the accumulated and 
reserved profits of the silver coinage in the Gold Standard 
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Eeserve. If any portion of that fund was invested, iie had to 
sell the securities at any price he could get to realise the gold 
and meet the tenipoi-aiy demand. In normal times, that is, all 
through the period between 1899 and 1914, with the exception 
of a few months in 1907-8'there was no need to resort to this 
Reserve, which consequently went on accnmnlating and being 
invested ; aiuh per contra, iiipees and notes went on being added 
to the eircnlation in India, without a plan or system, Avithoul 
a reference to or consideration of the possible effects of eur- 
rcJicy dilution on the level of prices. The note circulation and 
the fiduciary reseiwe in .support thereof were also giugerlj’-, 
cautiously, conservat'ively added to. The combined effects of 
the operation arc mildly set out in Mr. Dulta’s Report on the 
Rise of Prices in India : — 

•‘In short the growth of the A'olume of currency (in- 
cluding notes) has not been incommensurate with the growth 
’ of busine.«.s and other demands for cun-ency; and, in the 
absence of any indications of a redundancy of rupees for 
any length of time, it i.s clear tiiat the rupee coinage of the 
government of India could not have exercised any impor- 
tant influence on the level of prices. 

‘ ‘ The same, lioweA'er, cannot be said of credit. It has 
been already explained that credit has developed in this 
country; although it is not possible to gauge the extent 
of this development Avith any very great accuracy, the 
groAvth in the capital returas Avould be some sort of a rough 
- guide. The Table beloAv sboAvs that this growth has been 
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iu 1911, 186 per cent., a proportion much larger than the 
growth of business, and has as already explained contribut- 
ed to a certain extent to the rise in prices in India. ” - (Pars 
236 and 237 of the Report on the Rise of Prices in India.) 

And the same authority estimates the rise as follows : — 


Rupee Prices. Gold Prices. 


Fund giaLns cereals 

100 

139 

132 

HH 

144 

137 

„ „ Pulses 

100 

14 » 

129 

ICO 

131 

134 

Sugar 

100 

104 

111 


10 s 

116 

Tea and O»ft’oo 

100 

es 

82 


71 

86 

Other Foodstuffs 

100 

122 

U3 


127 

138 

Oilseeds oils &, oilcake... 

100 

132 

119 


137 

155 

Textiles: Jute 

100 

134 

141 


139 

147 

„ Cotton 

ICO 

119 

141 


124 

146 

O’Jiers ... 

Hides and Skins ... 

100 

9^ 

96 


99 

100 

100 

155 

165 


160 • 

172 

liilotals 

Raw and manufactured 

100 

12- 

122 


127 

127 

Articles ... 

100 

119 

128 



133 

Building Materials 

100 

1‘2 

116 


138 

151 

General 

100 

;3l 

136 

100 

135 

141 

^ The base period in 

the 

first oolumn is tlin qinrjeiinium 1890-D-}, 

the second column is iho 

quinriuennium 

190.3-00 

, and the 

third 

s the 


trirnuium 1010-12, in silver .nml the same in sold. 


Tlic wliok* sy.stcm thu.s rested upon the coiwergence of two 
streams, the one from India to Britain, and consisting principally 
of the Home Charges and allied payments, including the purchase 
price of silver bought for coinage in India; and the other to 
India- from foreign countries through Britain, and consisting 
mainly of the balance of trade in favour of India, including 
also the proceeds of loans raised for the Government of India 
■ outside India. The two did not neee.ssarily equalise or coalesce. 
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But the balance was, under the device of unlimited sale of 
Council Bills, usually made to accumulate in England. The 
^ear 1913-14 was veiy nigh a record year of prosperity, and the 
_ estimates of the Government of India for 1914-15 were prepared 
on the assumption that the prosperity would continue unbroken. 
They had provided for the drawings by the Secretary of State to 
about £ 20 million sterling. But on the outbreak of the War, 
and owing particularly to the predatory activities of the German 
cruiser Emden, the situation soon began to get out of hand. 
There was eveiy sign of a panic rapidly developing. Foreign 
trade was disorganised; the monied interest began to reconsider 
its commitments; and the foreign capital invested in India 
began to be withdrawn. The terror-stricken people of India 
also began to demand gold for local consumption. The Govern- 
^ luent of India had little or no gold to appease this demand in 
' India ; but they made a bold show to offer f x’eely gold to anybody 
who asked for it.* This liberal policy was frougJit with danger. 

- Goveniment subsequently confined their gold issues only to 
tJiose people who demanded gold in lots of not less tJian £10,000 
at a time ; and later on forbade it altogether, excei)t for purposes 
of export. In the latter case they allowed gold to be issued in 
London l)y means of the Reverse Councils, which, following the 
the then recent report of the Chamberlain Commission, they 
announced would be sold at 1| 3 gj to the extent of one million 
sterling every week until further notice. Some days, after, 
they also offered to sell telegraphic transfers at 1| 3~per rupeti* 

These faclities were freely availed of, and reverse drafts, 
to the extent of £ 8.7 million, were sold during the remainder 
of the financial year 1914-15. The proceeds of these in rupees 
were credited in India to the Gold Standard Reserve and deblt- 

* According to the Babington Smith Committee £1,800,000 in 
gold was thus issued to the public in India between the la^t days o£ 
July, and the 6th o± August loTd When such issues were Blo 2 Jped, 



ed in England to tlie same fund by the Secretary of State for 
India. The latter authority had, in the four months before 
the War, been able to sell for his omi needs drafts on India in 
the usual manner to the extent of £7.7 million, and had to meet 
the drafts from India during the remaining 8 months of War to 
the extent of £8.7 million. This unusual situation operated in the— 
end as a blessing in disguise for the Government of India, 
who, under the War scare, had to face a very heavy demand 
for withdrawal by the small depositor in the Post Ofi&ce Savings 
Banks, the most easily Auilnerable point in the financial ar- 
rangements of the Government of India. They* therefore, 

used the rupees received against the Reverse Bills to pay off 
the panic-stricken post office Saving Bank Depositor, and con- 
sidered it a temporary loan of £7 million from the Gold Stan- 
dard Reseiwe. On the other hand the Secretary of State met 
his needs from (a) 8.7 million from the Home Government— 

on account of the expenses incurred by the Government of India 
on behalf of the British War Office; (b) by borrowing £10.9 
)nillion instead (»f the £5.9 million as estimated and provided 
for in the Budget of the Government of India; and '(c) by 
transferring £ 1 million from the Paper Currency Reserve 
to the Cash Balances in England. 

The gravest difficulty was thus overcome without any very 
perceptible strain upon the resources of the Government of 
India, without even a sufficient demonstration of the funda- 
mental wealmess of the new arrangement. The Government 
were not in a position entirely to carry out the recommenda- 
tions of the Chamberlain Commission, which, therefore, was 
shelved during the currency of the AVar. The people were not 
in a mood to be loo critical for fear of incurring much greater 
disaster; and so they ovei’looked the refusal of the Government 
of India to supply gold for domestic purposes, though they 
^ere morally bomid to do so in exchange for rupees or notes. 
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Tlie disloontion of trade idglited itself, as war conditions be. 
came permanent; and tbc normal activities began once more to 
be restored. In 19.15-16 tbe Budget of the Government of 
India provided for Home Drawings to the extent of only £7.1 
million in the hope that the balance of the Home Charges would 
be recovered from the War Office, on whose account the Govern, 
ment of India was incurring an almost unlimited expenditure. 
As it eventually turned out, these War Office credits more than 
wiped out the entire sum of the Home Charges from India. 
On the other hand trade was supposed not to recover all at once 
and some allowance was made for a possible sale of reverse 
bills, which totalledi for that year, 4.9 million sterling. Ex- 
change, however, revived from September 1915 owing to a 
brisk trade developing, thaiiks to the demands for Indian pro- 
duce by all the beUigereuls. T hereafter the situation so entirely 
altered that the difficulties of the Governmwit of India 

were not as to liow fo allay istrust and provide gold, whether 
for export or for dome.stie erin.sumption ; but rather as to how 
to provide .suffieioiit mpees foj’ an cA'cr increasing trade demand. 
Even wliere the trade of India was not reaching tlie pre-war 
figure, quantitativels’- .speaking, 'the rapid and considerable 
rise in prices made up for the defect in quantity as well as for 
the shortage in freight. At the same time the normal imports 
into India of Railway plant, machinery and manufactured goods 
suffered owing to the divei',sion in the belligerent countries of all 
llieir productive' plant to meet the war requirements for mnni- 
tiojis, not to mention the eomidicatiou caused by the submarine 
danger in the world trade relations. In 1916 the Secretary 

of State sold Councils to the extent of £20.4 million or over 30 
erores of rupees, which was iu addition to the expenses on be- 
half of the British Government, £15.6 million-which our govern- 
ment had to finance, and another million to finance the Avheat 
purchase op behalf of the Britminic Government. This meant 
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ft total nippe d«W(and upon the Indian Treasuries of someth’ng 
like erores. As it "was impossible to obtain. sHver in sncli 
quantities, the Indian Government adopted the easier alternative 
of adding to their note issue? by taking povrers to add to the 
invested portion of the Paper Currency Reserve in England. 
This brought about 12^ erores of rupees into the treasuries of 
the Government of India, and the reverse operation was per- 
formed hy the Secretary of State hy transferring an equivalent: ' 
quantity of sovereigns from the Cash Balances to the Paper 
Currency Reserve in England., and investing the latter sum in 
the British Treasury Bids. 

Another sum of £7^ million was transferred from the 
Gold Standard Reserve to the Cash Balances in India thus!*' 
adding 11^ evoves to the rupee stocks in India, and the re- 
^versp operation was carried out by the Secretary of State by 
IvansEerring an p(inal amount from his Cash Balances to the 
fiokl Standard lieservc. The rest was made up by a heavy 
coinage of silvei;. 

It was in the latter x^art of the year 1916 that the ' 
currency difficnlUes of the Government of India began to 
asKiune serious proportions, and in a form not exi^eeted by the 
tiovermnent of India or a)iy of the Commissions that hqd till 
then inquired into the conditions of that system. Wliile trad^'^ 
began to honvish, thanks chiefly to the boom in prices, the 
converse stream of the Ilome Charges had' practically dried 
up. ]''or the wav period the Government of India continu- 
ed to be a hea-^y creditor of the British Government. .The 
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following taWe represents the genuine Indian demand for 
(hii*renp,v of some sort. 

^ Imports and Exports of Merchandise on Private AceoTmt 


Year, 

Exports. 

Imports, 

1 

Net Exports. 


1914-15 

£ 121-061 

£> 91-952 

£ 29-108 

(Million sterling.) 

1915-13 

» 131-586 

« 87-o60 

« 44-026 

1916-17 

» 160-591 

„ 99-748 

« 60-843 


1917-18 

„ 161-700 

„ 100-280 1 

„ 61-420 


1918-19 

„ 169-2 0 

„ 112.6'’0 

56-540 


1919-20 

„ 217-860 

„ 136-926 j 

„ Sl-944 


1220-21 

„ 170-920 

,, 22J-240 i 

1 

„ 52-420° 

(Balance against 
India.) 


In the five shears of the War, there was a merely trade 
balance in favour of India to the extent of £252 million, or 
378 ci'ores of rnppes. To this must be added the amount 
of tlie recoverable expenditure the Government of India m- 
curred on behalf of the Bidtish Government in the various 
side-shows of the gi’eat War, Avhich, according to the Babing- 
ton-Smith Commission of 1920» amounted to £240 million or 
360 crores of rupees. Anotlier 20 crores was spent by the 
Government of India for the various colonies as well as for 
finaneng the purchasers of Indian produce in America. The 
total amounted to 758 crores of rupees. Against this must be 
set off the Home Charges, which, at an average of 40 crores 
a yeai’, would, for the seven years here considered, amount 
to 280 crores. We must also set off the adverse balance of 
1920-21, nearly 80 crores against the favourable balance of 
1919-20 of Es. 121 crores, which leaA’^es a favourable margin 
of 41 crores. Of the total favourable balauee of 758, 300 on 
account' of the Home Charges, phis 41 crores on account of 
the balance of adavantage after two years trade, makes a net 
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lota] of 49f) or in ronncl fignires 500 erores in favour of India. 
The following table shows how this balance was settled: — 


Year. 

Council Bills 
paid in India. 

Gold coin and 
bullion. 

Silver coin 
and bullion, 

J 

Government 
Securities. - 

1915-16. 

- 2-27 

8*45 

10-01 

•35 ' • 

1915-16 

2.-71 

4*90 

5-58 

•90 

1916-17 

47-07 

4-20 

- 2-1 

•52 

1917-18 

50-72 

2146 

1-46 

•83 

1918-19 

23-83 

00-02 

0-06- 

- *70 

1919-20 

18-23 

10-97 

- 0-15 

•1--34 

1920-21 

- 28-55 

- 8-88 

6-32 

•56 

Total ... 

132-74 

41-12 

21-1-2 

3*S0 ‘ 

1 


We have receiveed 66.4 erores worth of gold coin -and 
bnllion, silver coin and bullion and securities, and paid 132 
erore.s odd of Council Bills net. This would reduce the 
balance in favour of India to the extent of two hundred 
erores in round figures. * 

* Tliis ealciiljilioii is ilefcctive, ,^.s it tnlccs jio account of tlio ' 
Borrowings on account of India in Europe, and because wo have al- 
ready allowed for tlie Home Charges eu masses, while the inclusion 
of the Councils paid in India will at least partially bo counting tho 
same thing twi «'0 oAcr. The loans must be taken as though they 
were exports for tho time being, and would thus swell still further 
tho balance in favour of India. Altogether, during this septennium 
even allowing for the adverse balance of the last year under record, 
and deducting the Home Charges, the amount due to India must be 
very considerable, not less than three hundred erores. Deducting still 
further the gift of £ 100 million we made during the War to England, 
there ought to be still a favourable claim to the extent of 150 erores, 
which we may t.nko as being included in the improvements in our re- 
serves, metallic as well as fiduciary, in tho Paper Currency and the 
Gold Standard Deserve. The depletion of these Restrves by the forced 
sales of British Securities to carry into effect an impossible enrreney 
policy, and the consequent frittering away of tho favourable Indian 
clqim, will bo noticed more fully later on. 










"^^liereas in the five years just preceding the outbreak of 
the European War, India had received for the satisfaction of the 
balance of Accounts due to her £96.212 million worth of gold 
coin and bullion and £24.030 million worth of silver coin and 
bullion, making a total treasure import into India of £120.242 
million over 180 ci’ores of rupees, in the quinquennium 
of the War she received under 36 million sterling, of which £26 
million was gold. And this against a balance in her favour 
several times greater. The Giovernment of India, ignoring the 
staring evidence of figures, which clearly showed that India 
wa.s not averse to accept gold in satisfaction of her dues, con- 
sidered this difficulty as ehieflj' due to their inability to offer to 
the millions of Indian producci’s the silver they wanted. The 
Committee appointed at the close of the War to reconsider tlie 
Indian Currency system, while admitting that the stringency in 
the Indian S3'steni was accountable, in part at least, by the in- 
ability of Britain to export gold? (see para 14 of the majority 
Report), considered that the veiy dearth of gold added to the’ 
intensity of the demand for silver. The following table of the 

total world production of gold and silver, however, would be 
illuminating in this Regard. Moulton, in his work on the 

“PRINCIPLES OF MONEY AND BANKING,” quotes from 
the Annual Report of the Dii’ector of the U.S.A. Mint, 1914, 
pr*268, a table, according to which from the discovery of America 
to 1912, gold to the extent of 714,747,822 onmees and Silver to 
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the extent of 11,083,136,909 ounces have been added to the stock 
of the precious metals in the world. Of These : — 


Annual average for 
the period. 


Gold Fine oz. 


Silver Fine oz- 


1801-1810 

571,563 

28.746,922 

1811-1120 

367,957 

17,385,755 

1821-1830 

457,044 

14,807,004 

1831-1840 

652,291 

19,176.867 

1841-8840 

1,760,502 

25,095,428 

1851-1854 

6,410,324 

28,488.597 

1856-1869 

6,485,262 

29,095,428 

1861-1865 

3,949,582 

35,401,972 

1866-1870 

6,270,086 

48,051,588 

1871-1875 

5,591,014 

63,317,014 

1876-1880 

5,543,110 

78,775,602 

1881-1885 

4, 94,755 

92,000,944 

1886-1890 

5,461,282 

108,911,481 

lviyl-l89o 

7,882,565 

157,581,381 

1996-iyClO 

12,446,939 

165, 93,304 

1901-1^03 

15,606,730 

16/,995,4u8 

1906 

19,471,080 

165,054,497 

1907 

19,977,260 

184,206,984 

1908 

21,42-2,244 

203,131,404 

1909 

21,965,111 

212,149,023 

- 191C. 

22,022,180 

221,715,673 - 

1911 

22,348,313 

» 226,192,923 

1012 

22,549,335 

202,178,314 

1913 

22,255,156 

*** 223,907.843. 

1914 

„ 21,245,722 

, 160,626,019 

1915 

„ 22,680,238 

„ 178,850,500 

1916 

„ 21,492;411 

„ 161,177,900 

1917 

„ 20,294,617 

„ 168,258,600 

1918 

„ 18,545,430 

„ 197,531,637 

1919 

„ 17,669,326 

„ 174,517,414 

1920 

„ 16,205,029 

„ 168,230,612 

1921 

„ 15,898,500 

151,500,000 


Tlio figures upto 1912 .'ire taltea from Houlteu (op. oit. p. 74) 
and thore.'ifter from the financial Eevicw, January 14, 1922. The 
last two years’ 'figures are estimates. Tht gold figures are conver- 
sions from the coin value ® 20.67 dollars pet fine oz. from 1913 to 1919. 
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'I'hc ])rocliietioii of tlie inct^ls shows 'a decline in each case of 
)iearly 35’ pev cent, in the case of silver as compared 
lo the high-water mark, and ahoiit 30 per cent, in 
the ease of gold as ' compared to tlie high water- 

mark. Thei’e are e.xplanaton.s, of coiir.‘-e. in each case, as 
lo the decline. In the case <*f gold the alleged reason makes 
the increased prices, and the eonseqnnt nnprofitabiilty of 
working .mines on the inargMi, responsible for life decline, and 
.suggests a permanent increa.se in the value of gold as a remedy 
lo restore the pre-war leA-el of gold production. In the case 
of silver the unstable political conditions, in Mexico particul- 
arly, are held up as the efl'ectivc cxplanaton of the decline. 
'VVlielher these explanatioms meet the case or Jiot, tlie fact re- 
mains that for the currency reformer either of the two 
precious medals show an amount of instability which goes a 
.~-long way to set-off the old recommendation in their favour. 
Tlie old argumejit- .used to be that tlie actual stock in the 
word of gold -and silver is so great in their annual incre- 
meut by frcsli production, tliat the new addition will not 
materially affect tbeir vane in terms of the general price- 
level. Tlie increa.se in production during the last tv^. 
generations has been considerable, so tliat Hm new addition 
could not fail to affect the general price level. The new 
coinage in the case of silver has been muoli in excess of the 
addition to the woi’ld stock of that metal by fresh produc 
tion. According to the Financial Review of January, 14, 
1922, the new -silver coinage in the last, seven year.?, aceonnted 
for 1)540,711,218 fine ounces, whereas, the total production 
during the same period was only 1,002,913,562 fine ounces. 
The balance must have been derived from the melting down 
and recoining of old silver coins, principally from European 
countries into tlie Eastern consumers' of silver like China or 
India. This country, it may be noted in passing, has used' 
aceurding to the .authority already qtiotcd, more than 600 


122 


iniilion ounces, in seven years, being by far and away tbe big- 
gest consumer of silver in the world, with China coming not. 
a bad second with a total of 450 million ounces in coinage* 
The Indian silver coinage jumps from about 6 miEion oz. 
in 1915 to 152^ million oz. by sharp and rapid progression 
in 1919. The total world coinage is given m the following— 
figures compiled from the same authority : — 



Would Coixage 

OP SiLVEU IX EiXE 

oz. 

1911 

’ 117,237,838 

1916 

292,148,559 

1912 

161,763,415 

1917 

286,592,805 

1913 

158,558,652 

1018 

222,208,135 

1914 


1919- 

298.300,518 

1915 

' 225,116,911 

1920 

216,340,290 


tn 191.J India absorbed less than 2^ per cent o£ the vvorld coinage of 
silver In 1919 she used nearly 55 per cent. 

The consumption of gold for coinage purposes is on tlie 
other, liand though considerable, steadily declining as shown 
by the following figures: — 

Year* Coinage value 
1907 411,803,911 

3913 838,773,474 

IDIG 106,499.095 

» - ’ ^ - - « 

^ The foUcwiug table givts drt&ilB by touixlvics o£ the siivox* coinage 
in the last C years. The figures arc taken from the Keports for the 
Director o£ U. S. A. Mint as quotel by the Diaancial ItlevioW o£ 
January, 14, 102i}, The figures are in ouheos. 


Year. 

U. S. A. 

Crt. 

Britain. 

India. 

China. 

France.'". 

1915 

1916 

3917 

3918 

1919 

1920 

2,976,02.1 

6,.12.1-,14}) 

21,270,122 

18,426,552 

8,560,716 

19,380,232 

‘ 

25,951,612 

28,180,084 

13,752,993 

11,155,439 

89,867,671 

5,921,239 

75,562,776 

95,829,310 

148,013,322 

152,241,930 

37,313,858 

110,294,433. 

79,766,S4'2 

37,806,567 

79,944,849 

42,050,347 

11,587.533 
20, 708,938 
13,604,359 
12,40.3,927 
10,306,262 
3,973,555 


r 


Year Oomugo value (in dollars) 
1918 90,662,702 

1910 90,535,484 

1920 42,182,057 
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Of tho-two inefals, llioil, "old soems lo lin. loss liable io flnctiTfl- 
tioiis in value tliau silvei", Ai)art altogether from the uu - 
suitabilitj' of silvei* for use in the settlement of our vast modern 
"international payments, and the consequent necessity to keep 
- gold as the o)ie medium of international account, the considera- 
tion of relative stability in the genei*al price-level would alone 
dispose us in favour of adopting the gold standard, unadul- 
terated with any pseudo-scientifie complications. Had the 
government of India handled the currency organisation of this 
oeountiy in the real national economic interests of India, they 
would have long ago perceived the imprudence of maintaining 
a forced circulation as standard, with all its infinite possibilities 
for conscious or unconscious fraud upon the people. 

The Government of India h/id, thus, during the War and 
for two 3 'ears after> to face an entirety new situation. In spite 
of heavy, almost hivisli inve.stments in the EnglLsli War seeuriti- 
e.s b,v the Goveniment of India, e.stinmted b.v jMr. Dalai in his 
IMinute of dissent to the Babington-Smith Committee Eeport at 
£93 million at the the then rate of exchange for Es. 83.5 crores, 
the balance in favour of India could not quite be liquidated 
during the halcyon days of faked prosperity.* • The gold, which 


• TJieir efforts to reduce the export trjide of India, tliough hack- 
ed by the bankers very extensively, failed to stem the tide of rising 
prices under war neetssilles; and the various measures of control, 
v.'hether by license or monopoly, only ended in doprivihg the people 
of India of a legitimate profit. Incidentally the war measures of 
trade control have engendered a degree of corruption which the 
hush-hush policy of interested factors prevents oven now being fully 
realised. 
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in years iinniccliately preceding the Wav, was becoming more- and 
more acceptable to the people of India for' settling the trade 
balance dne to her, was, -under War conditions and the gold 
greed that foUo-wed the War, impossible to obtain. Belligerents 
as well as neutrals guarded and added to their gold reserves 
with almost uncanny jealously. The subjoined table? compiled 
from the Report of the Controller of the Currency in India for 
1920-21 shows the import of the precious metals in 
India. The Table on -the whole .shows a total net import of gold 
aggregating Rs. 285.79 erores in value in 21 years, and silver 
totalling 330.62 erores of rupees in value in the same period.' 
The following ob.servation of the controller is worth noting as 
a hind of (lenicnii to the official champion.s of the Gold Exchange 
Standard for India,' on the groniul of tlie nndesirability of 
eneonraging India to use and lioard mottalic cnrrency exees-' 
sivciy. 

\ 

“The total value of gold imported- .on private and 
covernment aoeonni, during 1920-21 was Rs, 23-1 erores'. 
Tins is less than lialC the amoxuit imported during the pre- 
c.f'cling year, and has been exceeded on seven pceasions since 

ipno. On the other hand, the exports of gold, which 
amounted to 11s. 21-1 erores -were far in excess of any previous 
years. In view of the. charge commonly made that “India 
is a sink of the precious metals” her ability to reexport gold 
is not ^Yithont significance.” (para 8) 



Tolal value tf imports and exports of (fold^ coin and hnllion in each official year from 1900-01 to 1920S1^ 
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* The minns sign represents the net import. 

Total net imports of gold, coin as well as bullion in 21 years was 2S.7!> crorcs of rupees. 
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Oji the conclusion of Peace> Avhen restrictions on the fresh 
import and. movements of the precious metals "syere removed, the 
Government of India followed the policy of purchasing gold 
periodically and selling it by a sort of public auction. They had 
two objects in view first, to reduce the internal premium on 
gold and thereby facilit 7 ,<e the establishment of the new ratio 

of 2 = He. 1 as recommeni^^-d by the Babington Smith Committee 

* 

and second, to support exchange by reducing the imports of gold. 
"In Pebruaiy 1920 it was annoiuiced," says the Controller of 
Currency in his Report for 1920-23, "that duiing the ensuing 
six months a minimum of 15 million tola.s would be sold, but this 
■initial programme was extended by further sales on the 19th 

August and the 1 st. and 14th September The effect 

of the sales on the market price of gold in India can be studied 
from the last column of the statement which follows. In August 
1919, prior to the first sale of geld by Government the price of 

country gold was Rs. 32-4 per tola, and the immediate effect 
of the announcement was to reduce the price to Rs. 27-8. Tho 
cessation of the sales Ava.s followed by a marked rise in Indian 
-gold prices* which were:“ 

Rs. 24-14 on 1-10-1920 A large portion of the gold thus 

” 26-15 " 1-11-1920 thrown upon the market by the Go- 

" 28-1 ” 2-12-1920 vernmest was resold later for. export 

28- 5 " 1-1-1921 at greatly enhanced prices and 

” 27-9 ” 1-2-1921 served to support exchange. The' 

29- 1 " 1-3-1921* total amount of gold thus sold was ^ 

. ” 30-0 " 31-3-1921 12,529;926 tolas. 

The story as regards silver import and its restrictions may 
also be briefly told in this place to round up the account. Pro- 
hibition of the import of silver into Britisli India was removed 
in Febimary, 1920 along with the removal of the import duty 
■ - 17 . 
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of 4 annas per oz. This was followed, in June 1920, by .the dis- 
continuance of the restrictions on the movement of silver within 
India by rail or boat, and the next month saw the abolition' of - 
the restriction or prohibition of the export of silver. The 
return of silver coin from circulation, combined with the drop in 
the price of silver, made it easy for the government to provide- 
all those extra-legal facilities for t^e issue of silver, ' which 
had been denie'd the public during the War. 

The only alternatives left open to the Government of 

India was thus to add to the note Curculatioii by increasing 

% 

the uncovered portion, and failing even that, to raise the 
exchange. The following table shows the growth of the 
Note circulation of India. 


Figures 

arc in crorcs 

of rupees. 







Reserve 


.Forcout-ago 


Gross 


— — . 

f 

■* ^ 

of total 

Date, 

Oircula- 

Silver 

Gold. 

Securities, 

metallic 


tion, 




reserve to 





e 

•gross circ. 


66*12 

20*53 

31*29 

14 00 

78 9 

81-3-15 

61*63 

32*34 

15*29 

14 00 

77-3 

31-3-16 

67-73 

-33-30 

24-16 

20 00 

. 70 5 

81-3-37 

86 3t/ 

19-32 

18*67 

'18*49 

43-9 

31-3-16 

93*79 

10-79 

20*52 

6-3*43 

33 4 

31-3-19 

153*46 

37-39 

17-49 

98*1-5 

35 8 

31-3-20 

174-52 

29-85 

47*31 


5000 

31-3-21 

.166*15 

6' -56 

34- ’7 

••• 

53*4 


N.B. * TJio securities in the last two years cannot be i)roperly 
given owing to the confusion in valuation between the new statu- 
tary rate of £l = Bs. 10 and the old rate of £1= Rs. 15 
Thus in 1920 the socurilice arc valued at Rs. 19.58 crorcs in India, and " 
Rs. 67.27 crorcs in England, converted .at the old r.*itc of Rs. 15 to 
£ 1, while those for 1921 arc given as Rs. 68.07 crorcs in India, includ- 
ing Rs. 61.26 crorcg of Treasury Bills, and Rs. 8.34 crorcs held in 
England, anl converted at the new rate of £ 1 to Rs. 10. 

considerable watenug of the note issue commenced 
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from 1917 Tvhen tlie demand for exchange was very heavy, 
and was achieved by the resoi't to such devices as the issuo 
of -Re. 1 and Rs. 2^ notes. On the assumption that India 
is a very poor countiy where the ordinary transactions are 
^f extremely Small amount, it was contended that the present 
^notes of even the lowest denominations were of too incon- 
veniently large ' amounts to be universally acceptable iji 
India. And this contention was attempted ho bo driven 
home from the analogy of Prance, where even in times of 
peace the lowest denomination of notes was 5 francs, 
equivalent to Rs. 3, where the people are much richer, and, 
consequently, their average transactions are of much larger 
amounts than those of the Indian peasant, and where during 
the war the issue of notes of even so low a denomination as 
1 franc, or ten annas was sanctioned. Such an extention of 
^•Jhe note-issue Avould be necessaiy if the object of a note- 
ifsue is the economy of metallic currency, especially during 
the extraordinaiy circumstances caused by a war, Japf.u, 
it is said, liad issued notes of as low a denomination as 10 sen 
during Russo-Japanese war. Moi’eover, the tightness in 
the money-market in India became tighter than ever; banks 
began to call in their short loans, or to demand an increase 
of margin for advances against industrial securities; the 
value of tliese secxirities began to tumble and tlie general 
situation of the export trade of the country was imperiled. 
It was under these eireurastanees that tlie proposals for one 
rupee and two-nipee notes were mooted; and, the situation 
continuing unchanged all through Januaiy and Pebruary, 
'-^!^the Pinanee Minister accepted the idea in his Pinaneial state- 
ment in March 1917, 

We have mentioned at length the circumstances in which 
the suggestion orgiiiated, and also the assumptions on which 
it yas’ based, in order to render our criticism more intelligi- 


hie. It must, of course, he admitted that the present state 
of India’s trade and currency are such that without some in- 
crease in the medium of exchange there is every risk that the 
present wave of prosperity ma3’’ he wilfully turned away 
from us. There is also some truth in the statement that the' 
hulk of the transactions of business life in India are of such_ 
small amounts that a one rupee note may he more convenient 
that five rupee notes. But when we have admitted all this 
we have done all that could he done for such a proposal. 
For it is a short sighted proposal, based on the perception 
of the immediate necessity, and prompted in a great measure 
hj’^ a slavish desire for blind imitation of the example of other 
countries in this respect. (1) In the first place, to carry 
out such a proposal we must have a radical reform in the 
very basis of our whole paper currency system. The issue 
of one rupee notes-or even of one anna notes-would in iio"; 
way help the sif. ation, so long as the law requires that 
every note issued, beyond a certain fixed minimum, should 
be covered bj' an equivalent amount in specie. Government 
cannot issue such nc.tes unless thej' either increase the invest- 
ed portion of the Bc.«erve, or else alter the law so as to ullow 
a certain projiortion of the total reserve-and not a fixed 
amm\nt-to he invested. Such a change, we have no hesita- 
tion in declaring, it wc.nld be most unwise to cany out at 
this time. (2) But even supposing the proposal is adopted, 
the expected relief may not result all at once. Precisely 
because notes of such small denomination would be an enti- 
rely new oxi)crimcnt, there could he little chance of their 
being so widely accepted as to bring an immediate, pereepti-* 
hie relief to the currency situation. And even if the 
Oovennnont force such notes into circulation by every means in 
their power, they would he soon returned to the treasuries or 
cashe<l at the Currency Offices. If the Goveimment keeps 



flji adequate, equivalent Reserve for tlieir encashment on de- 
mand, there would he no solution foy the currency problem 
at. .all. If on the other hand, the Government increase the 
invested portion of the Reserve, it would risk its credit - 

unnecessarily. (3) The examples of France during the 
European war, or Japan during the Russo-Japanese War 
are misleading. With an educated people and a national 
Government, which is sure to be supported whole-heartedl 3 ’' 
by the entire peoide in an emergency like that caused by a 
great war, those Government could fearlessly attempt measu- 
res, which others, situated like the Government of India, 
must not even dream of. The intelligence of the average 
Indian peasant is not above believing that the issue of one 
rupee paper repi’esents the utter exhaustion of all the other 
financial resources of tlic Government, and that it is an 
attempt to quietlj' deprive the people of their treasured 
wealtli. However much we may deplore such a crudeness, 
it would be slieer madness to ignore it altogether and deprive 
ourselves deliberate]}' of all weapons to fight it. (4) Those, 
moreover, are wrong avIio iinagine that a one-rupee note has 
but to be issued for the rupee coin to flow into the tills to 
the Banks or the Treasuries of the Govoi'ninent. A five- 
rupee note gets into circulation because it is easier to carry 
about than 5 rupee coins. But a one-rupee note would 
in • no way be more acceptable than a coin of the like 
value for the note will be probably larger in size and cumT 
brous to cany about than the rupee. So long as there is 
a choice between the one rupee coin on the one hand and a 
one rupee note* on the other, the average peasant in India is 
sure to. prefer tlie former. For while the note is a medium 
of exchange anh nothing else, at least in his eyes, a rupee ’is 
both a medium of exchange and a store of value. If, thanks 
to a boom in exports,' he is able to accumulate a number of 



"mpees, he can, at a pinch, turn them into ' anklets for his 
wife; hut so many notes could only serve to light his hukah — 
and it would be too great a luxury for such as him, if not • 
for those who suggest such a measure. We mention this ' 
^gument because the notTon seemed to prevail that the 
scarcity in the medium of exchange was due to that fact that 
the peasant, getting more for his produce in 1917 than in 
former years, is unwilling to part with his hard-won, much 
beloved rupees in those times of high prices in the ordinary - 
way of purchases for himself and for his family; that he 
stored up these rupees, and that if he was given notes he would 
find them easier for storing up than rupees. It is precisely 
here that the authors of the suggestion under discussion wei'e 
mistaken. If the peasant really wanted to treasure np the 
rupees, he had, we may by sure, enough sense to prefer bits 
of silver to bits of paper for this purpose. (5) In spite of 
all the foregoing arguments liowever, we would have supported 
llie proposal as a desperate, but inevitable, measui’c had wo 
been convinced that there Avas no other remedy for the 
present position. It is true, indeed, that the hoaA'y balance 
of trade in our favour could uot be liquidated in the ordinary 
way by .shipping gold to India owing to the prcA'ailing condi- 
tions in England, Avliose gold resources had to be husbanded 
with the most meticulous care in order to maintain her 
exchange with neutral conntrise. Since tlie entiy of the 
of tlic Eniled Stales into the War, and with their promise of 
a monthly loan to the allies of £ 80 to £ 100 millions, tlie 
exchange situation of England-Avilh a monthly excess of 
imports over exports of roughly thirty million' stexling,- 
caused no very grave anxiety. English gold might have been 
allowed to IIoav to India to help the present situation. And 
if the dangers of transport and the chances of total loss on 
the way made that' course impossible, the gold in India in 



fKe various resen^es well miglit have been issued to tide over 
the dfficulty. (6) And though it is a point of detail only 
we may mention that eA'en the cost of manufacturing such 
notes would, in the ^aggregate, amount to a sufficiently res- 
pectable sum as to be a serious consideration against such a 
measure at a time like the war scarce. 

In spite of these arguments, notes of smaller denomina- 
tion were issued and forced into circulation, with the re.sult 
that the whole of the foregoing alignment came to be surprismg- 
ly true. . Notes, according to official testimony quoted by Ihc 
Babiugtan-Sniith Committee, went to a discount of as much 
19 per cent in some cases. The following official statistics, 
compiled from the Report of the Controller of Currency already 
referred to, shows the varying degree of popularity of the notes 
of various denominations in the last five years. 


Notes of 

1916-17 

1917-18 

P 18-19 

1912-20 

1920-21 

I'e 

1 

nil 

33 

10,51 

13,49 

S52 

>5 

-2l 

1] 

18 

184 

1.18 

51 


5 

3,31 

5,43 

9,20 

11,45 

' 4,05 

a 

10 

22,60 

27,33 

46,90 , 

54,73 

52.67 

iy 

20 

5 

4 

3 

3 

3 

a 

50 

2,52 

3 46 

4 90 

4 20 

3,84 


100 

25,.32 

3o,o3 

43 81 

t0,38 

47,-. 2 

)> 

500 

2,4.5 

2 50 

1,48 

2 63 

2 53 

>> 

1000 

11,24 , 

13 80 

15,11 

1620 

17,81 


Of the total notes in gross circulation, the ten-rupee and hundred 
rupee notes between them account for nearly 70 per cent, on an 
average, and including the thousand mpee note/ the total per 
centage reaches 80 per cent. At its highest watermark, the one 
rupee note has not been more than 8.7 per cent, of the total 
circulation, and of these we have no means of knowing how 

many were really kept in reserve by the Presidency Banks and 

- - 

“ N. B. Figures are iu lakhs of rupees. 


the Public Treasuries. Since the last two years, its circulation 
seems to be on the decline. The 2^- rupee-note has never ap- 
})ai'ently been very populai*, its highest level being 1.4 per cent, 
of the total circulation, while in the las^t year under review it 
was only .4 per cent. The five rupee note also does not show the 
same popularity as its more valuable sister. The experience 
of the last five years ought to suffice to prove these measures 
of watered note cii'culation, absolutely or practi^lly at the 
discretion of the Executive officers of the Public Finance Depart- 
ment, to be utterl}' worthless, excusable, if at all, under the 
stress of War emergency, whose only justification ought to-be 
tiiat they would be dropped the moment the special emergency 
has passed. 

Tlie last alternative* therefore, left to the Government of 
India to tide over the special difficulties created by the War 
jirosperity of h'dia, impossible to be paid for in the only inter*- 
national medium of payments. Vis. Gold, owing to the desire 
of the warring nations and their . imitators to conserve their 
Gold resources, was to raise Exchange. 

If it was not, strictly speaking, illegal, it was certainly an 
immoral and pernicious expedient, from the .standpoint of the 
Indian trade. The subjoined table gives the particulars' of the 
various rises ordered in Exchange. These elianges have been 
Date of Minimum rate for defended bj*^ the Babingtoii Smith 


IntrocUiction 

imincdiiitc T.T. 

Committee, not. only as being inevit- 

12-12-19 

” 2-4 

able as the only alternative to a de- 

22-11-19 

” 2-2 

ba.sed rupee or inconvertible paper 

15-9-19 

to 

• 

o 

currency, but also as constituting a'“ 

12-8-19 

” 1-10 

sort of an advantage to India in that ' 

i:i-5-19 

” 1-8 

the prices would not rise so sharply 

32-4-18 

” 3-6 

as they otherwise woxdd liave risen, 

2S-S-17 

” 1-5 

and also as bringing some relief in 

3-1-17 

@ l-H 

the Indian burden of the Home 
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Cliarges. This last is aii argument entitled to respect froiii 
every financier interested in the stability of the finances of the 
Government of India. But before the argument can claim to 
be unanswerable it must be observed that the savuig to the 
Government, even if admitted^ is not necessarily a saving to the 
community. Unless the money thus saved is returned to the 
community in one form or another, either by remission of taxa- 
tion or by Undertaking Works of material bcliefit, there can be 
no occasion to plead tliis saving to the Government as a reason 
to excuse the rise in Exchange, whicli would admittedly affect 
most injuriously the export trade of a country. And the ex- 
port trade of a country like India means more than three-fourths 
of the population of India. In the table showing the rise in 
prices 'Since 1910, gh’cn by the Babington-Smith Com- 
mittee in suiiport of their contention that the rise 
in prices would have . been much greater if 
Exchange had not been raised, it is shown that while the special 
Index Number of Imported articles rose from 100 to 265 in 1918 
that of exported articles had only risen to 157, while the general 
Index Number of Imported articles i-ose from 100 to 265 in 1918, 
cent, would mean undoing aU the effect of tliat rise in exportable 
commodities which had been achieved by world factors, uncon- 
trollable by the Government of India. And even granting the 
special pleader of the benefit in the Home Charges, the Budgets 
of the last three years have given no indication of the benefit 
being actually derived by the Indian community, not only be- 
cause the absolute figure of the Home Charges is impossible to 
be reduced and always rising; not only because the exchange 
has, as a matter ’pf fact> despite all efforts of the Government 
of India to tlie contrary invohing a loss of ever 50 crores of 
rupees to India, again fallen owing to trade, depression; 
but also because the Government of India have not yetljecu 
able to see their way to effect any alteration in the principles 
18 ' ’ 
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tthioh seemed to have dominated their war financing. And 
when all that can be said in favour of this singular argument 
oC saving in Home Charges has been conceded for the sake of 
argument, what does it amount to ? The saving on £ 40 million^ 
per year @Rs. 10 = £1, instead of Bs. 15 =» _£1 would he 20 crores , 
a yiear. If the total export trade of India is £ 200 million, and 
if exchange is artificially maintained @Bs. 10 = £1, the loss to 
India would he just about 100 crores. The saving to the 
Government would have to be very considerable, or it would 
have to be laid out most distinctly beneficially, if it is to be an 
effective counterpoise for this loss. And this without taking 
stock of the seriousness of the political prospect held out tC) 
Indians of a progi*essive association in the task of governing 
the country, resiilting necessarily in a Proianto diminution 
of the extraneous, alien element in the public service of the 
country, and the consequent reduction in the burden of tlie 
Home Charges. Wc in India have had by this time too many» 
and too painful illustrations of the proverbial perfidy of the 
nation of Sliopkeepcrs to be very much disappointed if the 
promised goal of constitutional evolution in India does not weaj’, 
even if it is realised, an aspect of financial benefit or retrench- 
ment. 

have already, by anticipation, referred to the I’ecom- 
lueiidtions of the Babington Smith Currency Cojnmittee of 
li)lD-20. Let us now review them here succinctly to round up 
the story. 

Tlic Committee was appohited to 

“Examine the effects of the War on the Indian Exchange 

tthd Currency system and practice, and upon the position of 
- the Indian Note-issue, and to cou.sider whether, in the 
Ji^ht of this experience and' possible future Variations in 


o 
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the price of silver, rao^iflcotions of system or practice may 
be required; to make recommendations ns to such modi- 
fications, and generallj' as to the policy which should he 
pursued with a view to meeting the requirements of the 
, trade, to maintaining a satisfactory monetary circulation 
and to ensuring a stable Gold Exchange Standard.” 

The Committee had to he appointed because the removal of war- 
time resti’ictions in the United States in the spring of 1PJ9 
liad brought about .such a sliarp rise in the price of silver, and 
tliere was such a hea-\-y trade balance in favour of India, aggre- 
gating .some 120 erores of I'upees for 1919-20»'not to mention tliC 
recoverable exiiendilure made on account of the British 'Wav 
Office, that the Indian Government was brought to the verge of 
dispair on the problem of how to supply rupees to meet an 
-'almost insatiable demand. They had, during and under the 
exeu.se of the War, tried their best to prevent the embarras- 
sing growth of the Indian export trade. Failing thei’e, on the 
sigJiing of the Arniistice, they had trusted to the official, though 
immoi-al, inorease in the rate ehai'ged for the sale of the Councils 
Bills to safeguard them against a too extiuvagaut a demand 
for rupees. But the rise in the rate of exchange, though seem- 
ingly unavoidable if the Government were not to incur a loss 
on coinage, nevertheless involved a breach of faith with the 
Indian people. The latter had accci)ted the Indian government 
monopoly of the rupee, ever shicc 1893; and had paid the 
artificial price Government had thought fit to charge for it, 
in the belief that whenever thej' desij ed to exchange their token 
j’Upce holding into gold they would be allowed by the Government 
to do so Governmojit had coJicluded according to their own 
convenience, and decided that India did not want gold. Hence, 
before the War, thej’ had purused a imlicy of keepijig practically 
all their available gold supplies in England. As may be ex- 
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pceted from our amateur financiers, they had also, even before 
the TTiir, embarked on a policy of seeking to turn this gold hoard 
to account, a:ud begun investing it in British securities. This 
was the ease not only with the Beseiwe made out of the profi^ts 
of silver coinage, the so-called Gold Standard Reserve-but also 
with a part of the Paper Currency Reserve, The ebullition 
of Imperialist Patriotism under the impulse of the "War sug- 
gested tlie extension of this fundamentally questionable policy. 
Indian funds began to be invested to dangerous proportionts in 
the British War securities. The result was : — ^India could not 
get gold from her own reserves 3 ust when she needed it most. 
The currency history of the last three years -woidd have been 
radically different if we had not ambitioned after a “Seientifie 
standard” of currency, and ended by locking up all our liquid 
resources in forms we could not realise at pinch. 

Tlie problem that the Currency Committee of 1919 was set 
to investigate wa-., therefore, in grim reality, a problem of devis- 
ing a macliuiery hy which Indian finanfeial interests may not be 
dissipated hy our cfr.ncction with British, as they had been in 
the past. In stead, as was to be expected from such a com- 
mittee, they entirely misunderstood or misinterpreted their 
terms of reference; and brought out a report, whose only merit 
is that the recommendations have been all singularly falsified 
within the short space of a single year. The short-sightedness 
of these recommendations did not prevent the Government of 
India from giving them a disastrous trial ending in a total 
failure, and an abject surrender to the logic of facts; not. 
however, without eutailiug upon India a loss of several crores, 
u.l at least, as the price of this amateur experiment in high 
fmance hy the administrative head of the Indian Finance De- 
partment. 

For a better uudevsianding of the tlie Currency events of 


the last two years let us suuinaarise the recommendations of the 
Report, and then trace the course of events, which displayed 
their short-sightedness as well as the callous indifference of the 
Government of India, to Indian interests, Indian protests and 
warning.. 

The salient propositions in the recommenaatlons were '' : — 

“The present rupee, unchanged in weight and fineness, should 
remain unlimited legal tender; 

The rupee should have a fixed excnange value, and this exchange 
I value should he expressed in terms of gold at the rate of one rupee 
for 11.30016 grains of fine gold, i.e. one-tenth of the gold contents 
of sovereign; , 

The '^sovereign, which is now rated by law at rupees 15, should 
he made legal tender in India at the revised rate of rupees ten to 
one sovereign. 

The import and export of gold to and from India should be 
free from government control as soon as the change in the statutory 
ratio had been effected; and the gold Mint should be open for the 
coinage into sovereign of gold tendered by the public. 

The notification of government undertaking to give rupee for 
sovereigns should be withdrawn. 

The prohibition of the private import and export of silver 
should be removed in due course and the import duty on silver 
should be repeated unless the fiscal position demands its retention. 

It is clear from this that the Committee (majority, of 
course) considered the increase in the value of the rupee to be 
a permanent feature. As they did not care to make definitely 
the one radical suggestion, which alone could permanently 
correct, or stabilise, ‘ the Indian Currency system', viz. Cold 
Standard with a gold currency, supported by limited legal 
tender rupee currency, and paper currency expressed and con- 
vertable into gold, they were forced to discover, a newer and 
more stable rate. >At the time their report was signed, there 
was a seeming justification for the suggestion ; inasmuch as the 

These recommendations are summarised from the Report of 
the Controller of Currency, 
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Indian demand for silver remaining nndiminislied, thanks to a 
hea \7 trade balance in favour of India, there -were no great 
factors in sight vrhich conld be expected to bring dovm the 
price of silver. And the conelnsion was the further supported 
by the political plight in Mexico where an unstable government 
was iinpeding to tlie utmost the production of silver. But by 
the time the Indian Govemment had made up their mind to 
give effect to these conclusions, and announced a series of 
measures, the trade prosperity had already begun to take a down- 
ward trend. The European markets were too disorganised by 
the unexpected outbreak of peace and its consequent wranglings 
to make an effective demand for Indian produce* however much 
they might be wanting it. The British and American markets 
were early in 1920 known to be glutted with Indian produce, 
wliile Indian purchases in response to the wild outburst of 
Industrial activity or entei’prise were already beginning to be 
distressingly heavy. Tlie Indian indents were further i^reci- 
pitated by the Government decision to give effect to the recoin- 
meudatiou of the Currency Committee, majority report. The 
balance of trade began definitely to go against India, totalling 
79 crores adversely by the end of 1920-21. The other purchasers 
from India were debarred by domestic difficulties, which, in 
the case of Japan, almost amounted to a financial crisis. 

It was under lliis conjuncture tliat the Government of India 
decided to give eftecl to the "principal recommendation of link- 
ing the value of the rupee with gold at the enhanced rate of 
-^2 — 1 Be. Though the trade balance was suggesting a demand 
for Councils, if anything, the Government of India decided to 
sell Beverse Councils, as though the balance w.as already against 
India, and announced their willingness to sell every -week a 
certain amount of Beverse Bills at a rale eq.ual to the new gold 
l)ar. Excluiiigo, therefore had to be raised to21-8d per rupee at 



once, and shortly after to as mticli as 2l- lid. in conformity with' 
the vicissitudes in the dollar sterling exchange. The latter was 
adopted as the t.nie barometer of gold value* America being the 
onlj' free inarlcet for gold. The government gave the signal; 
and a storm of unprecedented violence broke out in the shape 
of an insatiate demand for I’cvense Councils. Government had 
counted without their ho.st. Thej' had intended probably to 
counteract trade factors only. Tliey were confronted with 
demand for Eever.so Bills entirely unconnected with trade, and 
arising out of a desire to remit to England the "War profits 
of British and foreign investors in India. A gigantie specula- 
tion followed. And Government had to place limits upon their 
sale.s, and restrictive terms of the sale had to be perfected bit by 
bit. But no restrictions could stem the inru.shing tide; and Govern 
ment at last had to retire, after September 1020, from the sale of 
the Reverse Bills, j)i‘actically confe.ssing themselves beaten. The 
net result was that by the sale of 55 million sterling worth of 
Reverse Bills Governmejit sticceedcd in withdrawing currency 
from circulation in India, at practically half its old value, and 
l^aid for it in London by the liquidation of our sterling reserve 
involving a loss of 05 croi'cs of rupees in less than six months. 
And at the end of it all excJiange had to be left to find its 
own level, and Government were left tauited by an unforgetable 
suspicion of having acted in anti-Indian interests. As, in the 
pei'iod that followed, trade depre.ssion began to assert itself 
nioJ’o and more', the balance of trade went steadily against 
India, and exchange became weaker and weaker* though through- 
out remaining more stable than when its stability was sought 
to be propped up at an artificial level by administrative firmans, 
till it reached the level of 1 rurec being equal to 1(2-Jd., a rate 
unknown for the last thirty years. While the artificial increase 
of 1920 succeeded in killing the export trade of India, the fall 
has not yet succeeded in reviving it.- So long .as the Continent 
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of Europe remains disorganise^, and trade with the only nations 
that can make an effective demand for Indian produce remains 
taboo, practically if not in law, there is no hope for a revival of 
the Indian exchange. Government might have done something 
to support it, had they not dissipated so recklessly our sterling 
resources. 

N * 

There needs to be reviewed only two small measures, both 
rather poiiits of detail than evidence of any fundamental prin- 
ciple. lu conformity with the policy of the Majority Report 
Government, by legislative anthoidty, altered the old ratio' 
between the sovereign and the rupee from £1 = Rs. 15 to £1 = Rs. 
10. Holders of sovereigns, and of gold mohurs coined as an emer- 
gency measure in 191S. were invited to exchange tlieir holding if 
they so desired it, into rupees, at the old rate during, u 
given time. Tlie futility of this measure could not have- 
been more clearly demoutrated As sovereigns contiuned to 
command a premium, in spite of the heavy sales of gold by 
Government, no one was found to emulate the idiocy of the 
Indian financial autiiorities and to make the exchange sug- 
gested. Tiie Government of India afforded the unique 
example unparalleled consistency in idiocy in that they sought 
to recast their budget figures at the new rate, and thn.s add to 
the confusion characteristic of Indian finance. 

The other measure related to llie Paper Currency. The 

Currency Commission had recognised tlie danger to tli -3 
I. on vei-ti bilily of the notes, and consequently to the credit of 

the. government in general, through the I'Celdess mauipula 
\i(.u of the ficlnciay Reseiwe. By an act of October 3920. tlie 
metallic Jiortion of the' paper Cnvreney Resen^e was' fixed 
nt 50 per cent, of the gros.s circulation while the invested 
portion was limited to 20 erores in Indian securities, a-nd the 



balance of British securities of not more than one year’s 
standing. The invested portion of the Paper Currency 
Eeserve was revalued at the new rate of exchange at far as 
the extra-Indian securities were concerned, and undertaking 
'was given to devote tlie profits of th^p circulation to writing 
^oif the depreciation. The interest on the Gold Standard 
Eeserve was also destined to tlie same nd, after the fund 
had reached the £ 40 million limit. To make the note- 
issue more elastic, commercial bills or paper, to the extent of 
five erores, was made available as cover for the first time 
against notes. The limit arbitrarily placed makes the change 
hardly as effective as it might have been, and its benefit i.s 
the more discounted in. as much as the paper currency thus 
issued is to be regarded as emergency measure. 


CHAPTER VI. 


Fream 

ble. 


PROPOSALS FOR THE REFORM OF THE INDIAN 

CURRENCY SYSTEM. 

1 

With a vie'tt' to render the preceding anal 3 >-sis and cri- 
ticism of tlie Indian currency .system more effective and precise, 
we shall in this chapter make specific detailed concrete sugges- 
tions for its reform in eveiy branch. The proposals for reform 
are given in the form of clauses of an Act' of the Legislature, 

ft * 

and their explanation given in the form of comments on each 
section. 

A (Draft) Act consolidating and amending the Currency- 
Legislation in India. 

"Whereas it is expedient to consolidate and amend th'^V, 
law relating to Gold, Silver, Bronze and Nickel coinage^ 
current in the British Indian Empire; as also the Law re-" 
lating to the Paper Currency and the Mint in fUe British 
Indian Empire; as also the Law governing the Standard 
of Currency and the Legal Tender Money and Token Coins 
in the said British Indian Empire, together v/ith the Law 
relating to the Imperial Bank of India, 

It is hereby enacted as follows: — 


(The Currency Legislafion of India is a confused 
mass nf scattered enactments of the Indian legislature 
and tbo Ordinances of the Governor-Genei*al-in-{3ouncil 
which have all the force of solemn legislation. Diu’ras.' 
the late War the system of altering the' legislatio^t 
governing the Currency system of the country by Exe'^’’ 


cuTive Ordinance.s was cari’icd to- the most ridicnloms 
extent nnder the pretext of avoiding controver.sial legis- 
lation in lime of war. During the iir.'jt .stage of Peace 

1 

j^he Bame pernicious system of carrying out the most 
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mmncvtons ohunpcR hy mean? of Ex-eciitive Ordinances 
was followed lo the gravest possible prejudice of the 
people of India, It is, thei’efore high time the funda- 
mental principles of the Law governing the Currency 
System of this country were once for aU solemnly enact- 
ed in the form of an Act of the Legislature, after due 
deliberation by the Legislative Body. And the moment 
when -the Law is being consolidated would not be in- 
appropriate for introducing those referms in the system, 
which experience has shown to be indispensable for the pro- 
per working of the organisation as well as for the genei’al 
safeguard of the trading and other intei’ests involved. 
The Currency Legislation of India, such as it is, suffers 
from the cardinal defect of not having vet defined 
clearly the very ftindanientals of a CurreJicy system. 
Tlie very fact rliat there is still a legitimate difference 
()f opinion as to the Standard of Curreney in India; tlie 
fact that we have no very clear distinction between the 
Staiidai'd and the legal Tender j\loney. imperatively .de- 
mand that in any leadslation consolidating and amend- 
ing the Law on thi^ subject no room will be left oji the 
qnedion of the Standard. tt mnsl he defined cleai’ly 
and the rc.sl of the organisation and the working of 
the inaehijic mnst be laid down with reference to it. 

The sjiine reasoning demands an inclusion in the con- 
solidating and ainciuliiig Legislation of the Paper 
Currency System, with all it.s incidental questions of 
Convertability, jRc.scrve &e. It would be superflous to 
add that in India Paper i\Ioney is bound to be for some 
time to come the only practical expedient for securing 
those advantages of elasticity and convenience which 
arc regarded .as the necessary elements for a good 
Curi'cncy system. 

The reference to the Imperial Bank is introduced in 
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S I the Prefimble innsmueli ae it is assumed that the 
Government would divest itself of the functions' of 
Onrrncy manipulator which they have so far 

discharged in face of strong adverse criticism. We 

have had enough of experiments at the hands of^ 
amateur Financiers of the Government of India ; and vr € . 
have reasons to suspect the Bona Fide of lhe_ Financial 
Experts of the India Office. If, as is to be most fervent- 
ly desired, the functions of regulating the Currency of 
the Empire is made over to tlie Imperial Bank, to wlidch 
these functions belong of right, the Currency Act must 
also provide the Constitution of the Bank, at least in 
so far as the guiding, basic, jiriciples are concerned.) 

I. Tliis Act may be called Tlie Indian Currency (Con- 
solidated) Act of 1922. I 

J 

It extends to the v/hole of the Indian Empire, inclusive of 
British Baluchistan, Santhal Parganas, the Pargana of Spiti 
and, all the Native States in alliance with, and acknowledging 
the suzerainty of the Government of India under the British 
Crown. 

This Act shall come into effect from the first day of 
January of the Year One Thousand Nine Hundred and Twojty- 
Three A. D., exc?nt, as specially provided for in the body of 
this Act to the contrary. \ 

(For the special chai'acter attachecT to this Act see the 
next following see1i(ni. The name and title of the Act 
speak fi.r tliomsclves.) 

As regards the extension of this Act to the whole of 
British Empire in India inclnding the Feudatory states, 
the provision is inlroduecd as an amendment of the exist- 
ing system, Avith a view to render the Currency organisa- 
tion of this country uniform. Under the existing system 
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several Native States Iia.ve seperate Currency Systems of Si 
their own, with the inevitable conBeq.nence of a fluctuat- 
ing exchange betweei. them and the rest of British India. 

-The right to com their oivn money independently is an 
evidence of sovereignity which the Indian princes arrogated 
to themselves on the break up of the Mogul Empire. Tlje 
British Government did not think it prudent to wound 
their new allies in the most sensitive part; and the early 
treaties of the Bi’itish Government with the Principal Na- 
tive States did not touch this point at all. Only, in the 
case of state.s which were annexed to the Empire of tlie 
East India Company as the re.sult of military conquest, or 
legal Lapse e.g. the Punjab, Oudh or Nagpur, the local cur- 
rency gave place to the British Rupee. In 1893, when the first 
radical change in the traditional organisation of the Indian 
Currencj’’ system was proposed, tliere were 34 states, hav- 
ing their own mints, issuing their own coin.s bearing the 
State Device and current within the limits of the State. 

The ' weight and finene.ss of these coins were, of course, 
necessarily different from those of tlie BritisJi rupee cau.suig 
considerable difficulty in tlie 'inter state trade. In 1876 
an Act was passed authorising the Govern or-General-in- 
Council to declare the coins of the Native States, provided 
tliey were of the same weight and fineness as the" British, 
rupee, to he legal tender in British India. The states 
Avere authorised to send bullion to be coined at the British ' 
Indian mints. Ahvar and Bikaner Avei*e tlie only states' 

'■ that availed themseh'es of this ari’angeraent. When in 
1893 the mints iir Britisli India Avere closed, the Silver 
coins of the NatiA'e - States lost very much in value, as 
compared to the artificial A'alue gh'en to the British rupee 
by the scarcity of new coins. The States and their sub- 
jects, having obligations in rupees, sr^ered considerable 
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los«!, Uiidor llie now emiditions ennsed by the elostire of 
the mints in British India, the proAdsions of the Act of 
1876 were declared by the Government of India to be not 
applicable. They, however, agreed to bny np their cur- 
rent rupees at their market value, and to supply to the' 
States British nipces instead. Sixteen States including 
Kashmere, Gwalior, Baroda and Bhopal, accepted this 
arrangement, so that at the present time only about a 
dozen haA'e their o'oti independent Currency. 

With .such an experience the suggestion for securing the 
unifonnity of the Indian Currency system" will not ' be 
dismissed as being impractical. The Government of India 
has in the past used its paramount posit’on for introduc- 
ing important Financial Eeforms to bring about a uni- 
form system as far as in possible under the existing con- 
ditioms, notably in the abolition of the Inland C\isloms 
Line 1878-79. It is not, therefore, too much to .hope that 
by diplnmalic negotiations tlio Supremo Government could 
bring about a uniform sy.stem of Currency, Avhich avouUI 
be as much to the advantage of the Subjects of the States 
coneenied as of the British Indian population. It is, 
indeed, not inconceivable that the States Avho still retain 
their “Jim MoncladV^, should cling fondly to this one 
remnant of their former sovereign I'ights. But thanks 
to the growth of good sense among the rulers and their 
ministers, thanhs to the recognition of the hardships 
caused to inter-state commerce by these barriers to 
free trade, there is no need to de.spair of arrangements 
being eventually made for a uniform Currency organisa- 
tion throughout the Indian Empire. ' According to a 
resolution of the Conferance of Ruling Chiefs,' held at 
Delhi in J anuary ] 919, a Committee Avas appointed to con- 
sider this problem and report upon the matter to the 



Princes concernned. The Committee met at Simla in 
May 1920, hut the public is not in possession of the 
Report of that bocl 3 ^ It must also be added that the 
Report is bound to be of an advisory character, Avhich 
the Princes need not accept. But the mere fact that 
such a Committee vas thotijrlit of indicates the conscious- 
ness of the anomalj’’; and if the anomaly is recognised, 
its cure will not be distant, Possiblj’’ the Princes may 
stand out for some “Quid Pro Quo”. If so the Government 
of India is not entirel}’- without bargaining power. By 
offering the States the services of the Imperial Bank free 
of charge or bj’- admitting the States to a share of the 
interest from the investments in; ^the Paper Currency 
Reserve of the Bank, the States could be induced 
without' too great a show of compulsion to abandon 
their separate Currenej' system. If the States remain 
obdurate in spite of all temptations, the only way to 
render nugatorj’' their independent curriencies is to 
adopt fixed rates of exchange, and instruct the Imperial 
Bank authorities to try and maintain these rates.) 

2. This Act shall be deemed to be of the nature of a 
Constitutional 'Act, 'which shalLnot be capable of repeal or 
modification except by another act of the Legislature, 
passed by a majority of tliree-fourths of the members pre-- 
sent, and provided that a. notice of at least six months shall 
be given. 

(The object of this section is obvious from the. wording. 
We have had, during the last generation, sufficient 
experience of the incompetence of amateur financiers 
of the Government of India, not to leave this most vital 
• concern for the trade and industry of the country to__ 
(he discretion of the executive authority. The provision 
making the repeal or modification of the act impossible 
except by a legislative enactment is necessary to seexire 
§ proper consideration of tliis. important branch of 
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S. 3 practical economics, as also llie condition as ' regards a 
three-fourth majority in the Legislature. This last may 
at first appear to be caution carried to excess; but 
experience justifies us in inistimsting the .Government 
and the voles of their nominees or servants, and so ' 
this special precaution. It may, of course, be cpiestioned - 
vhether such a provision Y."Ould not be inconsistent with 
the general pretensions of this legislation as attempting 
to la3' down the fundamental principles of Currency 
jA‘gislation ; but so long as we take no .special measures 
1o place currency legislation in a class by itself and 
render it inaccessible to ordinary administrative', expe- 
dients, Avo should invariably be exposed to the danger 
of tampering Avith it on a thousand and one, pretexts. 
The defining of the root priciplcs Avoulcl avail us very 
little if the laA\’ is left to be altered or amended or 
ignored b.y executh’e authoritj'. It must, hoAA'ever, be 
admitted that a considerable portion of the apprehein 
sions, in Avhieh this proA'ision takes its origin, aauU be 
rendered Avithout foundation if the mo.st sensitive part 
of the Currency' machine i.s taken bodily out of the 
control of the inexperienced Government officers, and 

placed in chai-gc of bu.sine.ss men through the medium 

* 

of tlie Imperial Bank tiud its Directorate. But even so, 
the necessity to make the legislation incapable of altera- . 
lion except bj* a special machiuciy laid doAVJi in this 
law cannot be denied. The distinction implied by the 
use of the Avord “Constitutional” is not yet recognised 
in the Indian polity as fully as may be desired; but ' 
this Avould serve as a beginning. 

3. In this Act, unless there isv anything repugnant to"' 
the subject or context. 

(a) “STANDARD GOLD” or “STANDARD SILVER” 
means Gold or Silver eleven-twelths of which is putO 
metal and one-twelth alloy. 


(b) ,.“ STANDARD TOIGHT” means the weight pre- S 

scribed for any coin. 

(c) “DEFACE” with its grammatical variations and cog- 

nate expressions includes clipping filing, stamping 
or such other alteration of the surface of the coiii; 

' or of its shape as is readily distinguishable ffdm the 
effects of reasonable wear. 

(d) “MINT” includes the mints now existing and any 
others which may hereafter be established. 

(e) “PRESCRIBED” includes prescribed by a rule made 

under this act. 

(f) “REMEDY” means variation from the standard 

weight and fineness prescribed by this Act for the 
various coins. 

(This is a section of definitions. We have kept unchanged 
•most of the' important points in the definition seCtion>' 
--except the definition of the “STANDARD OF CUR- 
RENCY” which has been left to be defined seperately 
by a seperate section . It may be noted here, however, 
that when' the entire Currency system 'is being over*- 
hauled the moment woiild iidt be inopportune to con* 
sidcr whether we could not introduce Avith advantage 
the decimal system in prescribing the fineness and the 
Aveight of the coins.- There can be no question that 
the decimal system would be much the more suitable, 
as much on account of the ease of calculation as be- 
cause it is the one adopted in most of the leading 
continental countries. But if the Currency organisa- - 
tion of the British Empire is sought to be rendered 
uniform; it Avould not do for any single member of the 
Empire to make this great change independently. There 
has been an agitation in the United Kingdom for Jhe-- 
decimalisation of ‘Weights and Measures as well as of 

20 - - 
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ir 3 fclie Currency for now well over two generation’s . But, 
judging from the Report of the Committee appointed 
to consider the Commercial and Industrial Policy after 
the War it would seem that the bulk of the business 
world still inclines to , maintain the status , quo. ' The^v 
following extracts from the Report (1918) explains; thci^ 
reasons for rejecting a proposal for reform which, on 
the face of it, has eveiTthing to commend it to men of 
a scientific bent of mind. 

“While briugiug nearer to the American system,- tlie 
change would take us further from the Latin Union, undet- 
which 25 francs are roughly cnquivalent to the sovereign. 
What, how’cver, chiefly weighs with us is our belief tliat this 
change would, in fact, lead to the abandonment of the 
Sovereign as the standard and working_^ unit of inter- 
national exchange, and for this reason alone wo are_ unable 
to recommend its adoption..... We come next to the scheme 
placed before us by the Associated Chambers 
Commerce. This scheme, ivhile retaining the sovereign as 
. the Unit of Value, adoxits as tlie “Unit of Account” the 

florin of 100 cents, the cent being worth 4 per cent loss 
than the existing farthing. The florin would no doubt bo 
a convenient unit for ordinary domestic purjioses, though 
perhaps scarcely as convenient as the i)resent shilling j but, 
ajjart from the difficulties involve in an alteration in the- 
value of the iienny which avo discuss latei\ the scheme is 
equally open to the objection that it. in fact involves the 
abandonment of the sovereign, and it must bn this ground 
alone be rejected. We are ’ strongly in agreement Avith the 
opinion expressed in the report of the Committee of the 
Institute of Bankers that no decimal system of coinage, 
Which is not based on the pound sterling, can possibly bo 
accepted by the banker's of this country and that the pro-, 
sent pound sterling, unchanged in Avcight and fineness, rauat^ 
remain the unit of value. As that eommitlec state, the 
pound sterling is nniA'crsally recognised in tho settlement 
of international transactions throughout the avovUI, and any 
abandonment, even in name only, of ils use a.s our standard 
unit, Avould be frought with risks Avhich it Avould be Ain- 
Avisc to incur.” (Paras 297-300) 
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The' reasons given here do not seem to us to be quite S. 4 
strong enough to outweigh the scientific simplicity of 
the proposed change. It rests, moreover, on an assump- 
tion which, if *true so far, is rapidly being negatived, 

Tlie sovereign is not quite the medium of international 
payments, since Loudon is gradually losing her pre- 
eminence as the financial centre of the world. If that 
centre comes to be definitely located at New York, the 
rejection of the proposal for the assimilation of the 
British Currency system with the American sj'stem may 
quite possibly appear as a short-sighted piece of the 
usual insular conservatism of the British i»eople. The 
weight, moreover, attached in the Report to the views 
of ,tlic Bankei's Institute seems to us to be extravagant 
as the Bankers are not entirelj'^ disinterested in the advice 
offered. As it is, however much the change may be 
tlesirable, no single part of the Empire can take upon 
itself to inaugerate it on its own individual account. 


,4. The Governor-General-in-Oouncil may, by notifica- 
tion in the Gazette of India, 

(a) . Establish a Mint at any place at which the mint does 
not' for the time being exist, and authorise such 
Mints to issue ,coins mentioned in the Gazette of 
India instituting the Mint, and 

"(b) Abolish any Mint whether now existing or here- 
" after to be established. 

The British Mints in India have a history of now nOarly 
three hundred vears. The Company had a mint at Surat 
e,arl;y in the seventeenth Century, and it issued 2 oins eur- 
■ rent in the dominions of the Company in the East. But 
the Company found it convenient not to depart too much 
from the familiar notions and common customs of the 



Indian people; and so we find eveiywliere tlie Company 
introducing the Rupee as its Standard Coin, -issued by the 
mints under the authority of the Company. . But, though 
thus admitted to be competent to have their own coinage 
system, the Company’s Government do not seem to have 
I)een anxious to coin gold in their Indian mints-a' 
precedent, which has latterly been used by the authorities 
of the ‘‘Royal Mint” of England to the disadvantage of 
India. In the first 3'ears of the present century there was 
a Battle Roj’al between the Government of India and the 
Royal Mint as to the feasbility of Gold Coinage in India. 
It is only recently dui’hig the War that the full right to 
coin gold was coiieeded to the Mint at Bombas". > The 
foregoing section, leaving it to the Executive to establish , 
or disestablish the Mint, is not quite inconsistent with the 
general principle of this legislation. The Legislature may- 
lay down rules as to the suitability of a place to demand 
a mint of its own; in which case the Executive would have 
no discretion at all, and therefore no possibility of creat 
ing mischief. ^We would, however, add that tlic more 

logical and more economical arrangement would be to have 
one central Mint for the whole of the British -Emihre 
in India. With Banking facilities as outlined in siibse 
quenl sections the need for a sepei’ate Mint in sucli’ centres 
as Bombaj" would not be quite so imperative as it is no^Y; 
and we can expect to carry on business quite smoothlj'^ 
with a single Mint located in some central, convenient 
place* not neeessarih" the political capital of the Empire.) 

5 The Currency System in India shall be. organised on ' 
the basis of Gold Standard. 

I regard this as tlie most important .of tlie changes 
proposed, which has, therefore, been stated in a seperate 
.section by itself to guard against a 'possible obscurity. 
The entire sj'stem must be framed in accordance with this 
basic idea. 



The Importance of A Standard. 

We need hardly elaborate this axiom of the Monetary g. 5 
Seience. The need for a clear definition of the Standard is 
emphasised as much for purposes of business convenience 
as for legal accuracy. The State has to enforce, through 
the medium of its Courts of Law, contracts between citizens 
every day; and unless a clear, intelligible definition of 
the standard of measuring the obligation is provided, the 
administracton of the Law would prove to be almost 
impossible. The State must, therefore, interpose its 
sovereign authority to define tlie Standard. But once 
the Standard is defined by the proper authority, it would 
be mischievous in the extreme for the Giovemment to 
meddle with it and upset the arrangement extablished on 
the basis of the definition. It is this disregard of the 
fundamental princijjle of CuiTene3’’ organisarion that has 
caused .sncIi bitter critisni of the action of the Government 
cf India; and, as that bodj-’ does not j'et possess the con- 
fidence of the people of India, it is but natural thajt the 
people of India, suffering under the ill-conceived experi- 
menta of nmatciiv Unaneieivi, should hare discovered the 
most sinister motives as influencing the conduct of the 
Government of India. It is, indeed, quite true that there 
lias so far in (lie Currenej'’ history of the world nowhere 
been discovered a standard which is so perfect that no 
modification of it need be at all necessaiy. As will appear 
more fuUj' in the following commentary upon this section 
such a perfect standard is almost impossible to establish 
out of the existing materials. But because, owing to 
extraordinary circumstances bringing about a complete 
revolulicn in the habits of the people a change in the 
St.andard is concievablj' advisable, it does not follow that 
a freqiiept tampering with it will be equally permissible 
or . innocuous. The demand for an alteration of the 
Standard has usually been justified on the ground of an 
obvious injustice as between debtors and creditors in time 
contracts owiiig to a very serious change in the general 
level of prices. We shall discuss below somewhat more 
fulVthe relation between' Prices and the Standard. Here 
"e need only observe that, while it is theoretically con- 
ceivable that the general price may have so altered as 
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,l)eiiig premisec^/'we must next consider wliy it was tliatS.6tol3 
this ver^>,W[ighly desirable consummation was not realised 
ill Pi'dTetiee, however much it could be expected from the 
recommendations of the FoAVler Committe, as well as from 
the attitude of the Government of ludia.*^ As already 
remarked, the system which arose out of the reeommeda- 
tions of the Fowler Committee and the steps taken to give 

effect to those recommendations came gradually to be the 
system which Lindsay had pul forward. It w'as felt that 
the attempt to introduce a gold currency all at once would 
be frustrated as much because of the difficulty of finding 
an indefinite quantitj’’ of gold coin to meet possible 
demands for conversion, as from the conservative habits 

' The followui}; e.xtrai'ts from the speuehes of Lord Meoton 
wlifu he was HaaueiUl Seerotury to the Govcrumeut of India as well 

Is ail u.xtraet from u dcsxiuteli of the Govoriimuut of ludiu would 

.^ahow that the Oovcriimoul, if tliey wore at all a party to tho perver- 
' sioji of tlio recommoiidatious of the Fowler Committee, were so agaiust 
their oAvii juilgemeiit. “Tlie hrond lines of our aetiou and our objects 
are clear and uiimistuhable, and there has been uo great or fundamental 
saurifiue of coiisisteuuy in progress towards our ideal. Since the 
Fowler Committee that progress has been real and uubrokcu. There 
is still one groat stop forw'urd before the ideal can be reached. We 

have linked India with the gold countries of tlio world, wc have 

reached a gold excliaagc standard Avhich we aro steadily developing 
and iiuproving. The next and liual step is a true gold currency. 

Thai, 1 havo every hoiie, will come in time, but we cannot force it.^’ 

(Budget- Speech, 1910, Meston.) 

“It is, wo think, an undisputed fuet that tho esablishment of ft 
gold currency was regarded as the logical ’and natural sequence of 
the closing of the mints to silver,, and the necessary accompaniment 
of a gold standard. Such a measure will mark a step along tho path 
which has been autlioritatively accepted as the line on wlileh our 
currency- policy must devclope, and in time it will be of great assist- 
ance in maintaining the stability of our currency system. Our pro- 
posal for a gold coiungo has bcliiud it the oyorwhclmiiig support of 
tho Indian public opinion.** (Besputcli of the aovcrnmenl of India, 
dated !May H>, 1912, to th’o Secretary of Staio.) 
w 


159 


the closure of the mints and tlie consequent famine of 
tlie silver coins, was necessary. As the sub-joined table 
sliows, however, it was not so much silver which had 
• depreciated as Gold Avhieh had appreciated in value; and 
hence the change, carried out at a tremendous cost to the 

Table Showing Movements in Value of Gold and Silver. 

1873-1893. 

- (Average for 18?S~100). 
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• 

Value in IT. K. 

. as measured 


Value of rupee 
in India 

Value of Silver 
m China as 

Your 

by purchasing 

Gold value 

measured by 

measured In' 

power over 

of 

purchasing 

})urchasinu 


conn nudities 
Index Numbers 

Silver, 

power over 
commodities 

power over 
commodities 


Gold. .Silver, 


Index Number 

Index Numheis, 



KjO 

100 

100 

1874 

1 9 

107 ' 

98 

1875 ■ . 

116 

111 

• 96 

1876 " 

117 

104 

89 

1877 

118 

109 

92 

1878 . 

128 

113' 

89 

1879 

T31< 

1 lo- 

86 

18S0 

126 

in 

. 88 

1881 

131 

11-4 

87 

1832 

132 - 

11-5 

87 

188-3 ■ 

135 

115 

85 

1884 

146 

125 

85 

1835 

154 

1-27 

82 

-1836 

161 

123 

77 

1837 

163 

123 

75 

1888 

159 

115 

72 

1839- 

154 

111 

■ 72 

1890 

•IN. 

124 

80 

|f;i89l 

154 

117 

7- 

' 1892 

163 

no - 

67 

1893 

663 

93 

60 


100 

92 
103 
100 

77 

72 

79 

91 

101 

102 

lOl 

93 
9i 
97 
96 
90 
65 
85 
84 
76 
7S 


100 

92 

89 

83 

91 

87 

83 

88 

84 

85 
89 
88 


88 
- 92 
' 88 
88 
88 
85 
84 


XB.- The Table given aboie has been taken from Modern Cur- 
rency Ecforms” by Kemmorer, ' The Index Numbers for the value of 
gold are the reciprocals of the Sauerbeck Index Numbers for the whole- 
.sale prices in the United Kingdom of from 45 to 45 commodities. 
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S. 5 people of India in tlie forced depreciation of thieir. silver 
possessions, was scarcely a change affording a radical cure 
to the problem before the Government of India: 

We need hardly point out the obvious fact that the one 
metal that remains the least affected in this period of twenty' 
years is not gold but silver, particularly if we compare th? 
silver prices in China- For purposes of comparison the 
' Chinese prices are the best, as there was all through that 
pei’iod an unadulterated Silver Standard in that country, 
wiiilc the Indian prices were to a large extent vitiated by 
the anxiety to maintain the exchange value of the Rupce'at 
as high a figure as possible. The remedy, therefore, was 
not precisely what the evil demanded because the Govern- 
ment were too much impressed with the hardships of a c^ass, 
and not sufficiently patient to consider the interests of the 
country. Class legislation is always pernicious, aiid more^ 
than ever so in the circumstances of India. 

THE PROBLEM OP THE STANDARD,. 

✓ 

■ The need for a Standard being premised, the next question 
is what material shall Ave select to afford the most suitable 
Standard. The object of having a Standard is to afford 
au objeetiA'c, concrete test for measuring the -exchange value 
of commodities. As much- of the exchange noAvadays is 
carried on OA’er long periods of time, the commodity select- 
ed for the Standard must be such as to gh^e alAvays'an exact 
test for value in exchange, in spite of the changes that may 
luive taken place in the exchange-ratio of pai'ticular com-^ 
modities with one another. In other Avords, Avhile al^ 
other commodities may change their' exchange .value oAving' 
to forces opei*atiug on their demand or suijply, the article 
selected to perform the function of the Standard must ever 
continue to express the same ratio wnth reference to all 
otber articles. Such im automatic standard is impossible to 
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discover so long as we must have one commodity to a’el as 5. 

standard, so long as we nmst have a concrete means for 

measuring values. Tiie Standard Commodity will itself 

be liable to the same forces of demand and supply, which 

cannot act precisely in the same tlirectinn as in the case of 

every other commodity uidividually, and all other eoimno- 
•«» 

lities collectively. Cold and Silver have been used as 
Standard in all countries so far. But we can scai’cely say 
that either of these is absolutely impervious to the plaj'^ of 
economic forces of demand and suppi}’-, or that it could vary 
•so alilomalically as to express alwaj's the same I’atio, no 
matter what changes have taken place in the production ol? 
consumpiion of millions of articles whose exchange value 
is oxpre.sscd iji terms of the Standard. Tlie Problem of 
IJie Stajidard is not merely a choice between the two pre- 
cious metals. It raises the mucii more important and 
radical question of finding a meajis of measurement which 
Would be unexceptionable from the point of view of Social 
Justice. In an age when constant changes in the methods 
of i)roduction ai’e steadily altering tlie cost, reducing the 
cost of production and Huts affecting exchange values, it 
i-$ quite p'‘S.sjhJe lljal in a contract of loajj, for cxnujplo, 
repayablv- twejily years later, the position of the parties may 
not be ]u-ecise]y the same at the time of borrowing as well 
as at the time of repayment. The Rs. 1,U00 in 1900 may 
quite possibly represent something more than the purchas- 
ing power of the same sum in 1920. On the other hand 
during periods like the last war and owing to influences 
through which we have recently passed, the general level of 
prices may he rising, so that the Es. liOOO of 1900 may 
represent a much lower purchasing power in 1920.. The 
perfect Standard would avoid such discrepancies, if only 
we could discover it. Failing a perfect 8tandai’d the^ 

21 ' ' 
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S, 5. . -Problem is: How shall we distribute the loss or gain from 

• the alteration of the general level of prices. It would be 
unjust to strain empiricism so far as to assume that the 
debtor class being the weaker class should be given the 
benefit. Under our modern organisation of society the 
most considerable debtors, — the State and the Muni- 

palitie.s, Joint Stock Companies' and other trading corpora- 
tions,, — represent anj’thing but the poorest section of the 
community. The Standard must, therefore, be such as, 
allowing for the imperfection of the materials at our com- 
mand, would allow of as close an approach to the ideal as 
possible. 

The problem of Standard, thus conceived, is not a pro- " 
of detei’miiiing which of the two precious metals, wliieh 
have so far discharged the functions of the Standard of.^ 
Currency, shall be adopted by us as the Standard metal, ‘.t ■ 

perhaps both, but is ratlicr the problem of framing a mecha- 
nism which would permit of the least possible fluctuations 
in the general level of iDriees. Gold and Silver, as mucli 
as any other commodity, are liable to alteration in their own 
value as compared to the values of other articles ; they can- 
not, therefore, fulfill the functions, here conceived 
to be the proper fuiictiojis of the Standard. Great 
economists have suggested the creation -of an imaginery 
Standard coi’responding to the idea of the general level of 
prices, and called by a variety of names such as the Mul- 
tiple Standard or the Tabular Standard or the Commodity 
Standard. Briefly speaking, such a standard is made out 
of the averages of the most important articles of common 
consumption, with suitable weighting .&c. of each. Prices 
of the same number of articles are. regularly collected .and 
compared ti’cfm year to year, taking the' priefes 



in a given year as a starting point. There is nothing in- 
herently impossible in ha-\ang such a standard ; nor is it 
inconceivable that after the initial difficulties are over the 
Standard would cause little inconvenience in practice. The 
analogy of the Sliding Scale of "Wages, practised in many 
large industrial enterprises, may safely be quoted as an ap- 
posite illustration to' show the practicability of such an 
abstract Standard. And it is rather an advantage that 
such a standard does not dispense with our more con- 
ventional Standard, but only helps them to be more accurate. 

"The reason why it (the Multiple Staud.'ird) would probably 
never be adopted in tlie mass of every-day transactions running 
no longer than thiee or four months is that the term is not 
long enough to intioduce serious risks., and, therefore, that 
. the resort to the, Multiple Standard is not necessary ” 

(Langhlin "Principles of Money" p. 52.) 

We maj' also add the other reason tliat the very rigidity 
with which the Tabular Standard would help to maintain 
evenly the position of tlie debtoi® and creditors would in 
practice be a .strong reason against it. For the question 
may be asked, in spite of the exi.stence of tlie Multiple Stan 
dard, as to who has the right' to. the surplus produce or who 
must hear the reduction of values which Ins hceu brought - 
about by causes over which neither party to the transaction 
had any control. The Multiple Standard migJit solve the 
prphlem'of affording a suitable mea.suremenl. It does not 
quite solve the problem connected with distributive justice, 
We may dismiss' as impracticable such other suggestions 
as a "Labour Standard” or any other commoditj’^ Standard 
c.g. wheat. They do net remave-or even minimise the dif- 
ficulties indicated above. We are thus reduced to the 
usual, the only, alternative of having a metallic Standard; 



and the olioico lies between Gold and Silver The Double 
Standai’d, given a fixed relation between the two metals 

may be set aside, not only because it is impracticable nnless 
accepted by the whole trading world but also because it 
only fixes the ratio between gold and silver, bnt does not,, 
cannot, stabilise other prices. 0n a small scale,- i.e. if 
adopted by a single conntry, it is likely to do more harm 
than good. As between gold and silver, the latter was 
practically the Standard of the greater portion of the trading 
world fill witiiin quite recent times. ,t But withiu the last 
hundi'ed year.s a steadily growing portion of the trading 
countrie.s has gone over to Gold Standard. Tiie reasons 
for .such a change may he summarised thus: a coutinuous 
and rapid dechne in the value of silver in'relation to gold 
bel^Ycen 1870-1900 j growing demonetisation of Silver in 
consequence; and the inherent advantages of the Gold Stan-_, 
dard. Being more valuable than silver, go^d is more 
easily transportable and consequently jnore suitable for in- 
ternational commerce. As within the last generation the 
trade of the world has considerably increased, Gold has been 
adopted as the natural standard of international payments. 
In tliis country, when it was first proposed to recast the 

Picardo, the father of all monetary discussion, “Strictly 
speakinp; there can be no permanent measure of value. A measure of 
value should itself be invariable; bnt this is not tl»o case ivith either Gold 
or Silver, tliey being subject to lluctnations as well as other commodities, 
llxiieiieiice has, indeed, taught us, that though the variations in the value 
of gold and silver may be considerable, as a comparison of distant periods, 
yet, for short spaces of time, their value is tolerably iixed. It is this ' 
l>ropcrly, among othcr.s, whicli fits them better than any other commodity 
for the uses of money.” (Ricardo, Works, p. 120) 

J Tn his time the conditions being different Ricardo prefers Silver 
as the Standard. “.Silver, loo, is much more steady in value, in conse- 
quence of its demand and supply being more regular, and as foreign 
countries regulate tlie value of their money by the value of Silver, there 
can be no doubt that silver is preferable to gold as a standard, and 
should be permanently adopted ns such.” p, 403, 
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tVcaclitional standavcl of the conntiy, the Government were, 
not ready with anj'^ weli -considered plan. They had not 
abandoned every hope of saving the traditional standard of 
the conntry by some sort of international Bimetallism. At 
the same time they had come to the end of their resources, 

' and could not go on with any degree of safety or stability 
in their finances with silver as the Standard. Under the 
circumstances, thej' contented themselves with an experi- 
ment. The mints were closed to the free coinage of silver- 
not with any clear determination to alter the Standard, but 
merely to tide over tlie immediate difficiiltj’' of a falling ex- 
change as atfeeting the llome Charges. Bj’ the time that 
they had managed to bring the ratio between the pound 
sterling and the rupee to the desired level, the situation had 
altered. • The. prospects of International Bimetallism were 
brighter after tJie Report of the Wolcott Committee in the 
U.S.A., and even the United Kingdom seemed to smile upon 
the proposal. But the Indian Government had brought 
about a conjuncture of circumstances which prevented them , 
considering the proposal for ' Bimetallism on the old ratio 
of 1 oi to 1. The new ratio ui India was nearly 22 :1, and 
a disturbance of that ratio w'ithin less than a year of its 
adoption was not to be thought of for obvious reasons. A 
return to the Silver Standard was also out of. the question, 
though it was clear that the interests of the Indian exporter 
were bmuid to suffer, and, therefore, also those of the Indian 
Ryot, under a policy of artificially raised Exchange., Famine 
and plague had no doubt disoi’ganised the ti’ade of India 
so much that no good evidence of the' loss to the Indian 
trade on account of a rise in the rupee exchange could be 
had. A sudden re-opening of the mints might have veiy 
probably caused such a fall in exchange fib to disturb seriotis- 
ly the relations between debtors and creditors and materially 
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S. 5 • 'derange the finances of the Government. Before the anti-. 

cipated decline in eseliange could be accomplished under 
such a policy, there would he considerable withdrawals of 
capital from India, wliich the Indian Government was 
taught to regard as a great calamit 3 ^ The Fowler Com- 
mittee unanimously rejected the proposal to re-establish -the 
Sih'or Standard. f 

The only alternative left was to accept franhly 
the superior advantages of the Gold Standard. There was 
as close an approach to unanimity on this point as was pos- 
sible Tinder the circumstances, though there were suggestions 
for tile practical working of the new Standard, which, if 
adopted, would most likely have opened up a new sea of 
troubles. The Government of India objected to the niceties 
of the practical working of tlie new system as hinted at in 
the evidence of Mr, Probyn and Mr. Lindsay. Practh^ 
moi’cJiants, like Sir S. Blontague or the Lord Bothscliiltt^ 
advocated a proper Gold Standard with a gold Currency and 
a Gold ]\Iint, though they recognised, even more perhaps 
than the Governnrent of India, the immediate practical 
difficulty of gettiiig suffieiejit gold to permit the change 
being carried through. Tlie Committee accordingly re- 
ported ; — 

“It is criilciit tli.Tt iho {irguincjits which tell agahisb the 
jiemancnt .ndoytion ot Mr. Probyu's Bulliou Sehemo and in 
favour of a gold currency for India, tell more strongly against 
jMv. Lindsay’s ingenious scheme for what has been termed an 
“KMhauge fStandard. ” Wc have been impressed Ijj' the 
evideneo of Lord Kollisebild, Sir jolin Lubbock, Sir Samuel 
Montague and others, that “anj' system without a visible 
gold currency would be looked upon with distrust,” In face 
of tin's e.xpression of oxniiion, it is diflicult to avoid the con- • 
elusion that flic adoption of Mr. Lindsay’s Scheme would 
check that flow of capinl to India upon wliicb her economic 
future so greatly depends. Moreover, " if tho system were 



^ 67 - 


to be permanent, it would base India’s Gold Standard for g g 
all time on a few millions of gold (rather command over 
gold) in London, in exchange for rupees received in India, 
to an indefinite extent, Tliis was the main reason which 
weighed- with the Government of India in deciding not to 
' adopt the scheme, and we think they were justified in their 
conclusion. We are not prepared to recommend Mr. Lindsay’s 
scheme, or the analogous schemes proimsed by the late Mr. Raphael 
and Major Darwan, for adoption as a permanent arrangement; 
and existing eireunistances do not suggest the necessity for 
adopting any of these seheinos as a jirovisional measure for 
fixing the Sterling Exchange. 

We are in favour ®of making the British sovereign a legal 
tender and a cuurrcnt. coin in India. We also consider that at 
the same time the Indian Mints should be tlirown open to an 

unrestricted coinage of gold.. Looking forward as we do 

' to the effective cstablish'ment in India of the gold Standard and 
currency on the principle of the free in-flow and out-flow of 
gold, we recommend these measures for adoirtion.” Para 53-54) 

The Gold Staii'dard had, therefore, to be accepted in 
principle. We shall discuss briefly, in the cominenls on the 
next section, the circumstances which led in practice to an. 
entirely different system; to the realisation, in fact, of the 
Lindsay plan wliieh the Government of India had so 
clearly objected to, which the Fowler Committee had so 
unreservedly rejected. Here we may recapitulate that 
the reasons which made it imiJerative for the Government 
of India to adopt a change of the Standard were due to 
-a continuous decline in the value of silver, and the con- 
sequent confusion in the finances of India caused by the 
Sterling obligations of the Government of India; that 

finding that the trade conditions would also lend them- 
selves to facilitate the change, as gold was admittedly the 
most suitable medium of International exchange, they 
has t bub d. the advent, of the new system' and prepared to 
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S. 6, 7, 8, meet the difficiilties of the transition period. The interi- 
tions of the GoA^ennnent, tlie expectations of the public 
were disappointed as our comments to the next few sec- 
tions would show. ~ - 

6. The STANDARD OP CURRENOY shall be tHe 
English Sovereign containing 123.27447 grains Troy of gold 
eleven-twelths fine i. e. containing 113.0016 grains troy of pure 
gold and 10.27287 grain troy of alloy. 

7. These coins shall be coined freely at the Mint in India 
at the rate of £ 3 17s. 10 d per Oz. ofigold. 

8 The Mint shall not ordinarily take more than a month 
for coining the gold tendered at the Mint for that purpose. 

9. The Imperial Bank of India may, as hereinafter pro- 
vided, receive Gold bullion and give in exchange gold coin or 
Currency Notes at the rate of £ 3-17s-9d for every ouncec^ 
gold. , 

10 Subject to the provisions of this Act in that behalf 
contained, the discretion of the Bank aforesaid in offering 
notes or gold coin in exchange for the bullion tendered for 
conversion shall be absolute. 

/ 

11. The Mint in India shall not coin any. other Gold 
coin except the Sovereign as provided in this Act. 


12. - Gold coins minted at the Royal Mint, or at any of 

the branches of the Royal Mint in the British Empire, shall 
be legal tender in the Indian Empire, provided that th^- are 
Sovereigns or half-Sovereigns which are legal tender in tha. 
United Kingdom. ^ 

13. All other gold coins shall be receivable at the Mint 
or by the Imperial Bank of India as bullion, and shall he 
converted on demand by the aforesaid Bank at the rate men* 
tinned above. 

The. necessity for the Gold Standard and Gold Currencj’ 


“Councils’* ond-^'tho “Reverse Councils" the foreign trader S.etolS 
in India asj-well as the foreign public servant felt that all 
thatv'llicy two could desire had been achieved. The 
Oovernmeut had to obtain funds in England to meet their 
sterling obligations. With a fixed rate of exchange the 
element of uncertainty, which had hitherto cramped tli*’ 

Einance Minister in India, disappeared. The necessary 
funds could be procured in England by offering to sell, 
from week to week, a .stated amount of Bills on the 
Govemment of India pa.yable in the local Indian currency 
in India, against which the money can be received in 
sterling in England. As these Bills sold by the Secretaiy 
of State foi' India in council, (and therefore called “Coun- 
cils ’’ in short) were offered at a rate appreciably lower than 
what would be required if gold hud to be shipped to India 
by those who had to pay for the Indian produce in India, 
the authorities in England soon came to realise the double 
advantage concealed in this i>roeedure. As the balance 
of trade in favour of India has almost always been in 
excess of her obligations to England, tlie “Councils”, 
judiciouslj' managed, could be made to afford assistance 
to tj-ade at the same time that the flow of gold to India 
would be clieeked, and a decent jirofit obtained by the 
yecrclary of .State. The gold would thus accumulate in 
England. • Oji tlie as.suniptiou that Londoji was the central 
money-niaj-ket of the world where India would have to malce 
payments in the event of the balance of trade going against 
her, and where slie would have to purchase silver for her 
currency, it was felt, Unit such a centralisation would help 
to save India the cost of transport either way. The 
logical conclusion of such a policy Avould be that these 
“Councils” should be sold at the fixed rate without limit 
i.c. to the full extent of the balance of trade in favour of 
India. But obviously this could not always be attained, as 
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5 (5lo|l3 of the people, Tvho, sitScering from aii?,^mjust loss through 
the depreciatin of their silver possessiSu-Js^v^ -would l6ok 
askance at the new system for some time. Tilipre was 
also the danger of possible hoarding of gold to be consi-' 
dered. The onl3» soiu’ce of gold, open to the Government 
of India, was the profit from the silver coinage, apart^ 
from borrowing abroad. But the profit would take some 
time accumulating before it could be expected to sufiic<» 

for a possible demand. If a gold currency were honestly 
adopted the rupee coinage would have to be either limited 
on the analogy of the French Currencj’’; or stopped almost, 
wholly by the discontinuance of the rupee as the unlimited 
legal tender. Under .either of these two alternatives 

the possibility of buildmg up a good fund of gold would 
be very scarce. In the meanwhile the real difficulty, 
which had forced the atteution of the Government of Indta- 

to the ciUTcucj^ (iuestion at all, coukl be met as well by 
the Liudsay scheme. The rupee was to be fixed in its' 
relation to the pound sterling, ^ The English gold 
coins were declared legal tender, Government pledging 
itseK to give rupees or notes against coin tendered 
then at the fixed rate. For all practical- purposes there 
Gold Standard;; and, when the Government undertook tv 
maintain this fixed rate by the mechanism of the 

* There is a dispute, as well there might he, as to Whether the 
Value o£ the lupcc was fixed with reference to gold or with reierenoe 
to the pound sterling. Was the standard of Currency 7.53346 grains 
ef gold or was it 3 [1 5 of the pound? The pound sterling 
Was legal lender at the fi.-ted rate, but the facility of conversion was 
ojic-sidcd. Tlie.v were boimd to give ruijees or notes in exchange for 
gold but not vice versa. Good faith demands, however, that gold and 
not the pound, fid considered the Standard of Cm-renhy as fixed in 
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B ClolS The new system, christened as the Gold Exchange St^Yjjjjard, 
was not the conscious creation of the Government .of 
but rather the outcome of circumstances which showed mor&»^'. 
and more clearly as time went on, the advantages of the ^ 
system. The large balances that came to be maintained in . 
England as the result of the working of this system came 
to be considered a legitimate perquisite of tlie London bank- 
ers, the amount of gold thus saved and kept in the London 
market being quite a i-espectable quantity.* The purchase ■ 
of silver, the obvious excuse for keeping the gold belonging 
to India in a foreign centre was jiegotiaied so as to make 
the Indian Government an easy ]n-ey to tlie ring of silver 
si)eeulators in England and America, f Tlio Indian erities 
seem to Ivave confined their opposition to the sj^stem, as 
eslablishecl after 1900, to the unquestioned loss suffered by 
the Indian peasant in the dei)reciation of liis silver. hoards.'J 
The later complaints about an unfair treatment of Indian 


” TfiLle of Balances. 


Year 31 -:i 

Onsh Biiliin(j<> 
India 4n million 
£ 

Ous'li Jjivlunce 
England 


£ 


idyy-i90U 

H -IL'G ' 

3-33 1 

1903-0-J- 

11'870 

7 "28 .”) 

190T.U.b’ 

12-8 

4-6 

1910-11 

13 6 

l6-7‘ 

1913-U 

13 6 

8-1 

lOW-l.') 

!-J.8 

7-9 

1915-16 

J2-0 

7'0 

3*4' 

1916-17 

15 ;l 

1919-19 ; 

15 3 

10 6 

1 

17-3 

- 14 6 


i The broker for the India olfice . was supposed to get fl5,000 
per anninn, and tlie London bankers paid 2 per cent. only. - 

t Cp. the Speeches on the. Budget by the late Mr. GokhalC 1902-3. 
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tliere was a cle^iile limit to tlio Sh.\^g ef the “ Coi'Bjibils”. 
in tlie available balance of currency in .'^jiclia, Tbe only 
way in which currency could be increased anu* .+he limit N;o 
the Coimcil sales raised was the coining of new ruj^Ctf'-jsri.a 
the increase in the Note circulation. The latter, under the 
principle of fixed Reserve, which was the guiding feature- 
before the War, could not be added to. The former,^ 
though the Government added considerably to the rupee 
coinage in the 15 years immediately preceding the last War, 
was also incapable of an indefinite expansion owing to the 
dread of a rise in the price of silver by too great a demand 
and the consequent disappearance of the prifit of coinage. * 


' The following tahlc shows tlio Import (net) of Gold and 
Bllvev inlo Imlia, the rupee coinage, the note eirenlat ion (gross). 


Year, 

Treasure 

(Net 

Inri 'vt). 

I-"-" ■ 1 , 

Rupee coin- 
age (whole 
and half re) 

Currency 
Notes in Oir- 
oulatioii 

■ Sovereigns^ 
absorber! 


Gold 

8.lver 

lakhs rs. 

( 

Gross) 

in million 


(£ Mil 

liu:.) 



croi’es. 



ItiDD-lObU 

0-3 

L -1. 

37 


!. 27 96 



i!)00-0l 

0 

(•3 

1,32 

}> 

28 88 


•••*•• 

1I)01*0*2 

T3 

-J--S 

1G,93 

ff 

33-74 

£ 

967 

190203 

0 8 

4'G 

3,82 

}> 

39 29 

}} 

2 198 

1003-0-i 

0-6 

9'1 

3.25 

>1 

45-15 

99 

3 778 

1901-0) 

(i'o 

G9 

11,15 ' 

)> 

44 52 

if 

2 937 

19U.V06 

3 

10 5 

7,81 

1 >> 

49 66 

9f 

3-732 

lyoc 07 

99 

IG-O 

16 88 

I 

54 35 i 


5 156 

1907-08 

11*6 

13 0 

23,58 


57 37 

• 

7 427 

1908-1. 9 

2 9 

80 

1 15 70 


65 22 . 


3 443 

1909-10 

1 i 

6-3 

24 

» 

65 55 


2 866' 

1910-11 

1 *00 

5 8 

*-8 

ff 

64-04 


8-091 

1911- 12 

1912- 13 

25 1 
' 22 0 

3 6 
11 5 

1 

30 

99 

64 10 

i9 

88 1 
11000 

1 91.3-1-t 

lo-G 

8 7 

16,00 


66 12 



i 91 Wo 

ol 

5 9 

10,51 

99 

6163 


4 987 

lOl.VlG 

'7 

3 2 

14 


67 73 


- 3 

191G-17 

S.S2 

12 5 

0-2 


86-38 

9 * 

*913 

1917-18 

IG8 

12 7 

29,38 


99 79 


7 760 

1918 19 

-3-7 

45 3 

22.60 

*9 

15346 

*9 

3 473 


NeMiier llie GoTcrnnient of India nor its critics; neither the f>.6to ]'/, 
^i'naniherlain Commission nor the Indian Bnllionist seem 
to have considered the possibility of a rise in the value of 
silver to a point which would render the coinage of silver 
unpi’ofitable. > The remedy, tried in the last few months 
is entirely without any foundation in the recommendations 
of the various commissions, nor in accordance with the dic- 
tates of public good faith and moralitj’^. By raising the 
Exchange value of the ntpee the moment it ceased to be 
profitable, the Government have exposed themselves to the 
most serious suspicions as to their motives in committing 
this flagrant and criminal breach of faith. The excuse of 
a possible loss tlirongh continued coinage of rupees; or, of- 
the danger from an inevitable inconvertibility of the Cur- 
rency Notes were reeklesslj’’ added to were possible at all 
because tlie policy of shutting out India from her reason- 
able share of the world's gold supply had been so per- 
sistently, though perliaps uneonseioxisly, followed in the half 
generation preceding tlie "War, Tlie higher “scientific” 
system broke down precisely at a moment of crisis against 
which it was supposed to be such a sure remedy.^. 


' S:ivs tlic Clminberliiui Coiuniissioii (Para 50) 

“it was proved iii.llic crisis of 1907-8 that the gold in circulation 
ill India was of very little value for niaiiitaiiMiig the Exchange. The 
Indian system as the crisis revealed it, is, as we have said, more like 
the system advocated by Mr. A. M. Lindsay in 1898 viz_ a gold 
standard supported by gold in reserve, with a currency for internal 

use composed mainly of rupee and notes Experience has further 

shown that though in origin and machinery the Indian Currency 
system based on uliat is now known as the gold exchange standard 
is different from the currency systems of such other countries as 
Russia, Ilollaud, Japan or Austria-Hungary, yet in actual practice 

these- latter systems are not very different from that of India 

To sum up, our view is that Lidia neither demands nor requires gold 
coiiig to any considerable extent for imrposes of circulation (as 
’ opposed to saving or hoarding,) that the most generally suitable media 
of internal circulation in India are at present rupees and notes, and 
that the Govcrninent should, as opportunity may offer, encourage 
notes, while providing,-and this is the cardinal feature of the whole 
system, absolute security 'for eonverfability into sterling of so much 
of the internal currency as inaj' at any moment bo required for the 
settlement of India’s ostcvnal obligations.” (Paras 50, 51, 76 of the 
Final Bepprt) 
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i‘osorvo.s must clopeiicl on that. "We Avonlcl- be placing an 
nil j notifiable premiinn on the banker’s dishonesty if Ave ask 
him to keep his reserve ni gold even though the. currency 
consists of silver, and the usual demand of his customers 
are for silver. Gold in circulation in India, under 
existing conditions, can only diplace rupees, as the note'^ 
would be more convenient than rupees. * Above all the 
gold standard and gold ciu’reney Avill help to stabilise 
prices and avoid speculation, which is' the most desirable 
thing for India. The risks of depreciation to capital 
investment Avould disappear, so that our industries wall 
have the much needed stream to fructify them. The need 
to maintain large balances in England', Avhieh is sucbj a 
prominent feature of the existing system, will also di:l ap- 
pear, and our mcnev-market be freed frcm its periodical 
stringency, t . ■ " 


’ The Chamhorlnin Commission observes; 

‘ ‘ AU cvpoi ience goes to show that so long 'as the pnblie have an option of 
making payments in tokens or in gold, it is tlie suijdr.s tokens and not |ho 
.£;old vhkh nill seek an outlet at a time of werk cxdiaugc.” But tjiis 
obsov^atiou eannot apply to our suggestions as for aimll payments tlnye 
would be no option left nor would ;i emisidcrable suvidus of token co-\ns 
be allowed to remain in eireulation. - - - 

t “TJie extent to which India should use. gold must, jn our ojmiioV. 
be decided solely in accordance with India’s own needs and wishes; and it 
ai)prars to us ns unjust to force gold coins into cireulatiou in India, o:i the 
ground that such action would bcuclit the gold- using countries of the 
norld, as it wovdd be to attempt to refuse to India facilities' for obtain- 
gold in order to jlreVeiil! tlu* drain of gold to India.’’ 


The argument of the Commission (ibid.) seems to bo stvangelv obli- 
vious of the fac-t that the aiuuuilly inerea"cd production of gold is' bound 
to ha\e an effect on the general price level, unless additiomal use can be 
round lor the new gold. The Indian consumjition i.s one of siieh uses. 
Ac oue, of course, would suggest that India can -or should be made to 
absorb more t*ian she needs. But it would be unfair, under the specious 
argument of India being a sink of precious metals, to shut her out Jilmost 
eomplctcly trom her legitimate sliare of the world’s gold as was the case 
in \\ ar-timc, as was also the ease, though much less pronounced, in the 
earlier period by means of unlimited sale of Council Bills. The fact 
tliat India is as able to weather the War succcssfullv was not bceaese of 
the oxecllpee of her eurreney sysiem, but in spite of it. We dare not 
thiiilt what wowld have happened if India had had to meet a monthly adverse 
balance ot i, dO million, with no foreign securities, with no gold in cireuln- 
tipn, • , ■ 





en/^rprise o^ving to the unprofitable policy of the Govern-® 
-^ent in locking up considerable liquid capital in a distant 
centre were the result of practical observations of actual 
hardships) rather than^a consequence of the realifiation of 

the theoretical unsoundness of the whole system, Tlie 
mistake was made at the veiy commencement by permitting 


i.he assumption that India was a debtor country as against 
i'higland ^Yhid^ was a creditor country in the markets of the 
world, and that therefore the English system could not be 
suitable to India. If we consider the figures of the Trade 
Balances, India is even more a creditor country than England 
And even making allowance for the debit items in the shape 
of the “Invisible Imports” making up the Home Charges 
India still was a creditor in international exchange, as her 
Exports of merchandise showed a balance in her favour even 
after the Home Charges had been accounted for. TJiere was 
ordinarily speaking no great likelihood of an adverse balance 
which AVould have to be settled by an export of gold from 
India any more than it was the case with England. Indeed, 
on a strict comparison of the items which enter into the in- 
ternational Balance of Accounts, it would rather appear as 
though the United Kingdom was in a relatively -^veaker 
position than India, since the invisible exports of England 
would suffer in a world crisis, while her imports would, if 
anything, show an increase. * The system, therefore, as 


la- the first aioaths of the late war India showed a weak 
trade balance, bht sooh reedvored her pcBitidn. England n'dv'er ednid 
throughout the w^r. 


. 6tol3 
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i 6tol3 developed in tlie fifteen years immedialcly pi-.^ccding 

the War, thongh it worked pretty smoothly in ordinary i'^^ST^es 

was hound to break down in a crisis, t - 

We may now consider why, 'after a brief attempt in th^ 

cai'ly years after the Fowler Report, no serious attempt was 
made to int.rodu(*e a proper gold standard with it invariable 
concomitants of a gold cnrrcney and a free gold mint. The 
advautage.s to the London money-market, already pointed 

out were too clear not to attract tlie attention of the shi’ewd 
men of busiue-ss who foimied the finance Committee of the 
India Office. And once you have discovered practical 
advajitages of .systcju, its theoretical justification is easily 
found.® We would not .suggest, tlie eminent men, who havr 
lent their countenance to the Gold B.vchange Standard and 

r 

all that it stood for as applied to India, wore influenced by 
ignoble motives. There is no contradiction in granting 
that men like iMr, Keynes are impossible to bribe. The fad, 
nevertheless remains that the new .sys’tcin, whatever its 

llicorelial benefits, was in practice opposed to the true 

. — — ^ ^ ^ 

t It vas Euglaud, ami not India, that had to declare a Mora- 
tocimn or uatioual suspension of payments to tide over War Conditions. 

* The Gold Exchange Standard, according to Mr. Keynes' 
'nrlecs out of the discovery that, ns long ns gold is av.iilaWe for, 
)aymcuts of iutcruatioiial indebtedness at an approxiumtely constant 
ate in terms of the national currency, it is a matter of compaMiTvo' 
..i.tiiTcri'iice whether it forms tlic actuiil national currency". (Indian 
Curr<MU'y and l-'iiiniicu by J. M. Ifeynos) 
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interests of India, -and was, if anything, calcnlate’d to aid®®*®^® 
llie British money market at the expense of India. * 

Once it was decided that India was Jiot to receive a gold 
standard, it was easy to explain the reasons why it would 
not be in the interests of India to demand it.t The argu- 
ments against the introduction of a gold currency and a 
gold mint as the necessary conditions of a true gold standard ' 
may be thus summed up, on the authority of the Chamber* 

' \Vc may horo sum wi) our giouiifls of practical objections 
to the Gold Exchange Staudurd iu 'India: 

(.'0 It is based on a radical uiiscoiiceptiou of India’s position iu 
iutcrnatioiiaj exchange. She is not a debtor but a creditor 
country. For purposes of foreign exchanges her very borrow- 
ing for jiublic works &c. is so luucli strength of exchange. 

(2) It involves the niaintcnaueo of. large balances in Govt. 
Treasuries which are thus inaccessible to the commercial 
world in India. The investment of a part of theso at short 
notice by the bcevetttvy of .State, though produothe of some 
sliglit gain, is an additional eausc of grievance ovdng to the 
transparently unfair treatuient of bidian interests. 

(IS) It is worked on the basis of unlimited sales of Councils, thereby 
preventing tlic natural How of gold into India. The uceumula- 
tioii of large sums iu England is used partially for the pur* 
eliase of silver 'for Jjulian coinage, rui>ees being added to 
the (‘iieiilatio]i without any clear estimate of the absorbing 
eaji.'icify of the country. 

(t) The composition and location of the Gold Standard Keserve, 

, its object and investments, its location and control offer a 
never f.aiJiiig rctisoji for diseoutcut. 

1 (Says tlie Cliamberlaiu lleporti — 

“It is not to India ’s interest that lurtlicr effort should be made 
to encourage the eirculatioii of gold as currency, IVe regard gold 
ill ciu'iilation .as wasteful and we think that India iihould be encouraged 

to dovelope ecoiioniical habits iu matters of eurreiiey But 

while cduc.nting the people in the use of more economical forms of 
currency, it is iiiiportaut that Government should continue to act on 

-the, principle of gi\'ing tJid ^bnple ihe form v-;uWelu<;y they 
■(Fara'f’4') ' 

tf 
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S C to 13 lain Commission of 1913-14. If gold were used actually for 

currency purposes, India miglit not, it is argued, be able in 
a lime of crisis, to find sufficient quantities of gold for 
export to settle lier unfavourable balance. (2) The 
povei'ly of the Indian masses and the smallness of the aver- ^ 
age transaction of exchange in India would render gold coin' 
unsuitable for eveiy dax^ purposes. Gold coins put into 
eircrljition would be most probably driven into the hands of 
itultloii dealers. (3) The institution of a gold currency 
wa-i likely to ha most difficult for India as she had no gold 
production at home at all comparable to the possible demand 
for it, while by the attempt to obtain gold from abroad by 
mcltuig rupees the price of gold in terms of silver would 
suddenly go up to the prejudice of India.* 

' But these arc mutually contradictoiy, and they all rest 

on a fundamentally errojieons viexv of India’s • needs^.. 
India need not fear in normal years any considerable ad- 
verse balaueo. The fear of* a fiLnancial crisis, though wJiole- 
home, is exaggerated out of. all proportion xvhon 
it is made the exeuse of shuUi)ig Inia complete- 
ly from Jier share of the Avorld’s gold i^roduc- 
liun. Taking the figures siueb lb‘J0 wc find our 
exports upto 1919-20 never falling hcloxv our 

imports, in spite of wars and famines. But for this 

strength India would not have succeeded in financing to 
the best of Jier ability the heavy expenditure on account 
of the British Goverjimcnt during the AVar, besides sub- 
scribing heavily to the various war loans of her oyV,-, 
govcrjiment. Famine", indeed, is not ybt an impossifA v 
contingency in India; but a single year of famine and its 
adverse ballance may be met easily from GoATrnnient 
reserve s of gold in the paper currency, or in their cash 

f_..“ Thcs&t Rvgumoiits Imve -been- swmiftariscd from the. Ufiiort of 
nnfl from Mr. Kojnp,<i’ inonopaph. nUnnSy 1,110! • 
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balances. And if, unfortunately, tliere is a series of two S 6 to 13 
or three years of continued faniino,*a most unlikely 
a.'^suinption-India could hoi^e to borrow on terms by no 
means disadvantageous, thanks to her connection with the 
Ilvitish Empire, and thus liquidate her foreign ohUgaliona. 

TJie danger of gold- in circulation being Jioarded is not 
peculiar to India, at least in days of world crises. 

Against this known danger, -whieli, we may observe, is 
very much exaggerated by English merchants and 
economists who take their one from the .traders, -it is not 
impossible to provide. Only, the remedy is not a nega- 
tion of the first axiom of monetaiy science; but rather a 
better organi.scd' banking ss'sfem. Uules-s we have a 
Sound system of credit organisation we shall be no nearer 
the freedom from the danger of hoarding, whether we have 
a traditional gold standard or the scientific Exchange 
Standard. We have elsewhere in this Act provided for 
a Bank which in our opinion would meet this criticism 
as nearly as possible. 

If tlie second ai’gument is time the first If.ses a good 
deal of its iiiiportau'e. The people are too poor in India 
to be able to hoard gold, since 80 per cent, of the popnla- 
lieu aiv. barely able to live. It .seems inconsistent 1o 
.say tl.at the petp’e tf India arc tco Pfa r to u.-e grid, an-'l 
yet express the apprehension that there would be hoarding 
mevelj’ becau.se the currencj' contains a few gold coins. 

Of eour.se, a veiy small number of bullion dealers may hoard 
up; but ex-hypoihesi tlie.se men would be too shrewd to 
miss a fine opportnuitj' for export in the hour of crisis 

/‘A ceareful cxaitiinaliou of all available data leads us to eidmale 
the total stock of gold in India to-da)' at £ 372,000,000. In 1833 the 
slock was £ 30 millionj at the closing of the mints £ 193,000,000, twenty 
year.s .“go £ 200,000,000 and ten years ago £ 252,000,000 (Pindlay Sihimg” 

Piaance and Banking” p. 2S1) 
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6 to 13 There eaiiuot, then, be much danger of hoarding if the 
Inillc cf tlie gold remains in such competent hands. No ■ 
doubt, there is a good deal of such hoarding in India. * 
But the explanation, in our opinion, is that' there is yet 
no confidence in the eurreircy policy of India. Until 
quite recently, (aiid on account purely of war conditions 
even then) the rupee was notoriously overvalued. The 
currency notes were payable as of right only- in silver 
rupees at this overvalued rate. Under the circumstances 
the Indian trader and cultivator acts much as his compeer 
anywhere else in the world would do. He takes gold 
which seems the most stable in value. • Finally, ■ the pro- ' 
posal to have a Gold Standard does not necessarily spell 
the abolition of all other coins, ipso facto. India will 
eontinue to absorb silver because silver would still form ' 
the bulk of the currency for every, day transactions, evejr^ 
1 hough the hgal tender of silver coins be limited. By 
judicious 1 ank’ug arrangement we may succeed in avoid- 
ing the danger oi‘ hoarding and yet have a currency system 
which ensui'es iniblie confidence without exposing the 
government t(j such shifts as had to be resorted to during 
the last tweh'e months. • 

As for the last argument, it is true the local gold produc- 
tion in India is harely -j of the requirements, if even so 
lunch. But thanks to the steady balance in faA'onr of 
India we need not be afraid of not finding gold enough to 
carry out the change proposed. If the .system of nnlimit-^ 


Afi-oirtiiig to tlic slatist5c.s of tl»e gold production of tho ivorld- 
:nul India’s sliaro of it as given by Mr. Findlay SluvraB (op. cit. i). 4.^2) 
it r.ppc.ari; that oat of a total -world production of £ 1,631 uiillion Avorth 
of gold India lias received only £ 172 million in round figures during llio 
last twenty years. This means a little over 10 per cent, of the Avorld 
productieii, though India has nearly 20 per cent of tho population of the 
Avorld, 


ed sale of Couiieils be omitted, tbe annual flow of 
into India would be about 30 million sterling. For 
immedinte need we have the various Keserves to rely on 
for faeililating (he introduction of a gold currency. * 
The Bxchngc .standard being ill-conceived and un- 
acceptable, and Ihercfurn (o a silver .standai’d being now 
too late to t]ii))lv of, the only alternative is to have a clear 
Gold Standard in name as well ns in fact. We have, 

. therefore, laid down, the English sovereign as the Standard 
of Currcney. It would probably be too large for internal 
circulafon, c.\ecpt hi large tran.snetion, where, as provi- 
ded for elsewhere in this Act, the improved banking system 
would help to oc.f'nomise the use of gold coins. The 
siigi^estion that India shottkl he educated in the use of 
cheap forms of the luedia of exchange would be easily 
carried out by an increa.se in the notp.s, which, if made 
payable in gold as suggested Iicre, will inspire greatet 
coutidence than has been the case liitlierlo. With a strong 
gold reserve in tlie coniit ry, naturally rc.sulting from the 
use of gold as currency, liu.sbainled by tbe lielp of a proper 
banking .M-sIcm. we .sJiall pim-idc the best remedy again.st 
llie periodical troubles in exchange. Tliis gold in cii’cula- 
tion would not, ns was as.siimed liy tlie Commj.ssion of 
1913-14, be at the expense of either rupees or notes, but 
will rather be an addition to the centralised Bank Keserve. 
ready mobili.sed agaimst po.s.sible contingpncie.s, and 
circulating only in .so far a.s the country does not take to 
banking Iiabits, or in parts away from the influence of 
banks. Tlie ultimate .support of exchange must be the kind 
of currency in general circulation. Ea’cii the Bank 


■ "J’Jie P/ipw CiiiTciiiy Reserve contained on June 25 last Es. 44.99 
fTorcs worth of gold coin and bullion. Tlie Gold Standard has now no gold 
in reserve 
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S« 14 20 tlie loss of several million sterling involved in the coinage 
of rupees at the high price of silver. They could not, also, 
go on indefinitely coining rupees irrespeetives of the price of 
silver, though the husmess-Avorld had, for nearly, twenty 
years, acted on the assumption that Government would he 
willing to give rupees at the fixed rate. They had acquiesc- 
ed in the artificially high rate of the rupee in 1899, and the 
Indian people had been made to hear the loss involved in the 
change of standard, on the clear nnderstanding that Govern- 
ment Avould give local currency indefinitely in exchange for 
the international medium of exchange. . It was quite true 
that when the rate was fixed no one had in view the situation 
as it developed after 191G. But it ‘was none the less a 
broach of public faith on the' part of the Government of 
India to raise the Exchange value of the rupee to escape the 
lo-ss invoh'ed. *1 


Continuation from page 191. 

“The cvidonco sulimitled to us was Strongly opposed to allowing tlic 
notc-iasuc in India to hccomo inconvertible, whether wholly or i)urtially_if„ 
it can possibly be avoided. It is true that as a result of the "War papis^ 
currency has become practically, if not legally, inconvorfjblo in inanj^ 

connlries, including the United Kingdom We believe lioweVer, 

tliat the nolo using habit is not yet sutfieiehtly established in India to" 
render the introduction of a similar measure there possible without grave 
rislis. Until recently the circulation of notes outside Iho larger town 
was comparatively small, and only two years have passed since notes of 
small denomisatiou have been introduced. In manj’ parts' of the'ccfunlry 
the climate is not suitable for the use of paper money, and the preference 
for coin uill probably prevail among the mass of the people for many 
years. In Uiese circumstances failure to convo’t may lead to considerable 
discount on the note, the extent of which cannot be'predicted with any 
accurac.v. The credit of the Government would suffer a severe blow. .... 
^Ye hold, Iherelore, that the maintcnanco of tlio convertibility of the 
note issue is a vital of the Indian currency system” Tbcao changes 
were all carritd out as uar measures in perteo tiine. 

’ I 'iV foregoing remarU about the findings of the Committee of 
ll'ju apph oiih to the nm.iorily Eeport. The minority Eqmrt, signed by 
the iobtnry representiitixc of India on the Committeo differs in all essential" 
nerticulars fiom the majority recommondalions. ' Wo have in most 
poiiits accepted the leasoniug of the minority report, and made our sug- 
gestions in the spirit of that report, though there is the .chief- difference 
betvvccii these suggestions and Mr. Dalai’s recommendations, that he is 
for the unhinitcd legal tender of silver; -iihile wc, being convinced that 



.'c n C.4 1 1-' tender of the rupee. 

Slanilavd and Gold Currency system, while the hlinority 

S if Exchange 

SJhpn.nrtT, iti Afpitp of n .frank nxtwni of fURlVr.fi,.f f., p. rson phra 11) 
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The provisions of ss. 7-13 do not need any elaborate S 6 lo 13 
justification. In tlie main they are consequential, follou'- 
ing as a matter of course on the adoption of the principle 
contained in tlie 'governing s. 6. The intention is to bring 
the sj'stem as near as may be into line Avith the British 
system. In the intoi'csls of Imperial unity, and more still, 
in the interests of simplicity in business dealhigs, v.v 
have not countenanced the suggestion of a seperatc Indian 
gold eohi, ivhicli to us lias very little vanie except in the 
i.iatlor of Pi;» natioj’al vanity. ^ The provision to oblige 
tjie Bank to issue coin or notes in exchange of bullion is 
, based on the English analogy, though the time allowed to 
tlie Mint is greater than in England, and the consequent 
saving in interest to the bullion tenderer would be greater 
in tliis eonntiy. We have stopped the coinage of lialf- 
sovercign as the coin is admitted to be too small to be 
convenient for cariying about. In India, as ive do not 
desire to dis])lace ru])ee.s or notes of smaller denomination 
allogelber, tlicro is no need for c-oiniug lialf-sovcreign. 

Of course it rcmaii.s Icgcl tender in India as in the rest 
of llie British Empire. The discretion granted under 
this act to the Imperial Bank to offer coin or notes in 
exchange for the gold bullion will be explained later. * 

1 tVe iii.'iy note, Ijy v>ay of an iulercstiiig appcutlix, tlio contro- 
versy in England dining tlio war ijeiiod alioul the restoration of Gold 
Standard. ^Ir. Arthur Kilson liad led a vigorous' attack on the 
prOM.'ir Currency of England in the columns of tlic Tiaies 
Tiadc .Supplcincnt and his ivorhs si ch as “A Eraudulont Standard” &c. 

His main eontention may bo snmmariscd by saying that the Gold 
Staiidaid wa.s combined witb the Icg.ol tender laws of the 
country, forcing an ai'1i.i»'ial v.aluc cn ilic gold commodity, 
whicli very considciably limited the ' industrial expansion of 
the country. There was indeed a substitute for gold, viz. Paper money; 

• •i)irt'-as-tho notes of the Bank of England wero, under tlio Bank Act of 1844, 
innpTMp nf nxpuieinti ovrppl by .o porrpqpoiKling incronsc in^ the quantity 
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H TO of gold in reserve figftinst them, the English cnrrpney system .had not thf 
. elasticity nhich is most desirable in a cnrroncy system.' Summing uj 

the advantages of gold as a standard of eurreney, he finds the balance 
against the use of gold. For the advantages consist of the expen- . 
diluro in England of tlie profits made by a VCTy small . class .of, financiers, s 
the attraction of foreign deposit, by London being a free market for { 
gold, and the ready negotiability of a Bill on London in .consequcnce.-r' 
Against these advantages he places the disadiniitagcs: 

t Constant disturbance to business caused by froquout fiuctuations 
in the latc of discount. 

'2 Op))ortnnity to gold si)ecnlators in the international inarket to . 
urakc }irofit at the expense of British tiade and industry. 

3 The drain of nationitl savings through the country banks to London 
and ihence to tbc Continent. 

4 Tile financial danger to the country involved- in holding large 

amounts of foreign deposits i>ayable on demand or at short notice to 
foreigners j ^ ' 

.1 And the discouragement of capital investment in England,. His 
leiuedy is to div<»ree the cheapest form of money viz. nflfes from i ts ^ 
present connection with gold, and thereby' secure all the advantages- 
of an clastic currency and .an invariable bank rate. ‘ ‘ A national paper 
currency would liberate our gold for employTuent ns a commodity ex- 
clusively in settling foreign trade- balances, without disturbing our home 
trade and industries,” 

hlr. Kitson’s attack, however, omits to consider the importance which 
gold has obtained, quite by accident or convention, .ns an article of universal 
!iccc]itability in the scltlcment of international transactions. :M:r. H.nrt- 
Icy W'itlicrs could well point out the absurdity of having a gold pound 
,for international puiqioscs nnd a i>aper pound for doineslic trade, with 
no .l•o"^lccti<lU between them. 3t must, be conceded to Mr. Kitson that: 
(1) TIic return to a gold standard would mean a heavy and mi.inst Ios.s 
(o (he ih-btors in view of the. imlcldc(lne.s.s of aJl I'hi.-.ip.', and the con-so- 
•pioiil burden of laxalion for flic benefit of finaueiur.H; (J) The - 

lessness of gold for domestic trade in a highly civilised commnmty with 
ample hanking facilities, (.n) The inadequacy of gold to meet the 

demand of increasing world commerce Sic. But until we come lo'^tr 
, stage where tlic exchange.s of nations arc reduced to treaties concluded 
by (..overnmenl every yeiir, or until we agree to an international money, 

I would be impossible to, accept in its enliretT hir. Kitson’s ideal. We 
may (It.Mvforc accept the conclusion of Lord tJunliff’s Committee: “But 
i’ will lie clear that the conditions ucccj-sary ^or.; 2 n offeetivo goli 
in this country no loxfun exijt, and it ir/impcTative flwl. iRy 

dAl-iv. '• (Report p-ara l.'v.) 
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14 The Mint shall coin, for issue under the authority S. 14 20 
of this Act, a silver coin called the Rupee. 

15 The Standard weight of the Rupee shall he one 
;;liundred and eighty grains Troy, and its Standard fineness 

shall he as follows: viz. eleven-twelths or one hundred and 
shcty-five grains of fine silver, and one-twelth or fifteen grains 
of alloy. 

16 The Rupee shall he taken as equivalent to of the 
Gold sovereign, or Is. 4d. being taken as equal to one Rupee. 

17 No other silver coins shall be coined at the mint 
under the authority of this act for purposes of circulation in 
the Indian Empire as currency. 

18 The smaller coins, viz. the half-rupee, the quarter 
^upee, and the one-eighth of a Rupee shall be demonetised. 

They shall be received at the Mint, or at the Imperial Bank, 
within three months after the passing of this Act, for exchange 
against full Rupees, Currency Notes or gold to the full ex- 
tent of the nominal value v/ithin the legal Tender limits 
as precribed- by tliis Act. The period here prescribed for 
.exchange of small silver coins may be extended by the Cover- 
nor-Qeneral-in-Council on the recommendation of the Legisla- . 
tive Assembly, especially passed in that behalf. 

10 The Gold Coin, prescribed as Standard of -Currency 
by this Act, shall bo a full legal tender in 'payment or on 
account, provided that the coin, 

(( 7 .) has not lo-st in weight so as to be mors than .05 
per cent below the Standard weight, and 

(b) has not been defaced. 

20 The Silver Rupee shall be a legal tender in payment 
or on account for sums not exceeding 'one thousand rupees 
at one time,- provided that the- o'oiii 

24 
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ii 20 lost in weight so as to be more than one 

per cent, below Standard weight, and 

(&) has not been defaced. . , 

The limit of legal tender of the silver coins may be ^ 
progressively reduced at intervals of not more than a year " 
by resolutions of the Legislative Assembly tiil the limit is 
reduced to one hundred rupees at one time. 

The main jjoints which call for any comment in the fore 
going sections are these: 

(a) The general demonetisation of Silver. 

(b) The fixing of tlie ratio between the Standard of 

Currency and the Rupee, and 

, tc) The limitation of the Rupee as legal Tendei'. 

The third follows as a natural conscrjiience of lli-e-J 
first j so lhat really the explanation and comment arc 
needed for the first two. 

Twenty years ago the people who demanded .a pure 
silver Standard for India had no doubt *thd interests of 
the people as their main excuse. The events of the last 
fifty ye.'ir?, however, and more particularly the ('hangc 
of Standard involved in the legislation and orders 
consequent upon the Powler Committee, render any rc- 
opejiing of the silver contToversy Tinprofitablo. The 
people of India have been made to bear the loss uh-oived, 
and, in the next twenty years, we may assume the rela- 
tions have been so adjusted as to allow for the ehonga, 
and to distribute the loss. To return to the pure Silver 
Standard would bo now frought with the most seriou^v- 
dauger to the trade and industry of India. We have, 
accordingly, left this alternative entirely out of - our 
Currency System, even if we believed that silver was the 
preferable medium for settling interimtional indebted- 
The ap'pairefnt empbaais on the h'^oreign ivaffe. hei’o 
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should not he construed to mean an indifference to the 
needs of the interprovincial trade of India, as proper 
provisions will be found elsewhere in this Act. 

But we cannot ignore the fact that Silver still consti- 
tutes the most important portion of our Currency. * 
We must, therefore, take mean's to safe-guard the interests 
nf the silver holders in a way which would not interfere 
with our main principle underlying these changes. 

At the time of the Chamberlain Report, as already 
obsei’ved, no body seems to have taken into consideration 
the rise of silver in relation to gold. It was thought that 
by oft’ering to sell gold at a certain fixed minimum rate 
in the event of the Balance of trade being against India, 
' and by selling Councils without limit in ordinai-y times, 
the. Exchange Standard avouM be fully maintained. t 
Bv\t, during the War, -conditions on which the safe work- 
ing of the new ai’rangement depended Avere revolutionised. 
After a fii’st feAv months of panic the trade of India re- 
covered AAdth a bound. Prices soared like rockets, and 

* Out of a total circulation of over 600 crores, rupees auiouut to 
SOO erorcs, note 175 crores aud the rest gold, ■ 

, f The Commission uroto: (Para 180), 

“On the oue hand, therefore, the interests, of trade are in them- 
selves no justification for sales of Council Drafts -in excess of require- 
ments as Ave have defined them, for if according to trade, the 
Secretarj’ of State Avere actually to go beyond his otvn needs, it Avould 
meaii .that he Avould bring to London money for Avhich ho had no need 
' and that sooner or later he would have to spnd it back to India. On 
the other hand the attcmijt to limit sales in adA'ance to any particular 
' sum is aibitrary and unjicocssary. The suggestions Ave have reedived 
^'iu'this connection arc based on the 'assumption that GoA'i. ought never 
to bring home moi’e than their immedialc requirements, but any such 
limitation of the discretion of Government would nicj-ely interfere 
with the economical management of their rcniittan.ee.'! without securing 
any other advantage.” Put tlie policy AA-as supposed to h*ngc cu un- 
limited sales in spite of this advice, 
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S. 14 20 llie balance began to pile np in favour of India. I At 
tlie same time the converse stream of payments due from 
India dried up. The Home charges v^ere . more than 
swallowed up in the expenditure which the Governmei^^_ 
of India undertook on belialf of tiie Home Government 
which was recoverable in England. The remittances of 
English merchants in India were frightened into complete 
stoppage in view of the high taxation of income and 
property in the United Kingdom. The ordinary alter- 
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native of flipping specie t to India was not to be tlionglit g. 14 go 
of in face of -tlie jealousy with wliicb all the belligerents 
and the neutrals were guarding their store of gold and 
silver, t The obvious alternative of tiding over the 

difficulty by raising loans in India on the credit of the 

British Government was not thought of, though exactly 
the same course was followed to steadj’’ the Anglo-Ame- 
rican exchange from the very first year of the War. 

India was never prepared to receive her favourable trade 
balance in any but the most primitive form of specie 
settlement, and she could not of her own accord turn 
suddenl}' to investing abroad in years of a Avorld-war. 

The authorities, while blaming India for her antiquated 
and unin’ofitable .methods of receiving her trade balance, 
did nothing to work out an alteraiafive, while they went ' 
on perpetuating the vicious circle by selling Councils 

without limit and tliereby creating a deinand of silver 
against themselves. 

The result coxtkl have been foretold by the mere.st 

tyro , exempt the quidnuncs who manage the Indian 

currency system. The pidce of silver went up beyond 

. ■ t ThJ price of silver w.is, controlled during the Wav. TJie follow- 
ing table shows the Treasure Imports into India during the last 10 years. 

In. pods (Net) Net Impod.' Imports (Not) Net Impo I't 

gr>ld(in £m; Silver. gold (in £ ra, Silver. 

. Jii - & 


1909 10- 

14 4-16 

6 242 

1914-15 

5*537 

6*67.6 

1910-11 

15-9S6 

5*714 

1915-16 

3*227 

3*717 

1911-12 

25*178 

3-558 

1912-17 

•1797 

1 440 

1912-13 - 

25 052 

4 383 

1917-18 

14 306 

-.971 

-1913-14 ■ 

15*550 

4‘163 

1918-19 

•015 

038 


It would be noted from this fable that; (a) India oven before 
the War was showing an unmistakable fondness for gol.d, the gold 
imports in the pre-war period being four times the silver imports. 
(b) During the war period, Didia got less than one-fourth of her 
usual demand for the precious met.als. The coinage of silver- during 
the same period was beyond all precedent as shown elsewher^. 
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all previous records ^ War conditions, had prevented 
pi’odnction being kept up to the highest pitch, while a 
serious demand had set in for more silver to be used for 
small change in all nations. China was also a heavy 
buyer in the later years of the War, though normally^i 
she has to export specie to settle the' adverse trade 
balance. The Indian demand on top of all raised the price of 


*' Table allowing the total -world production of silver, its price, the 
imports into India and the rupees coined. 
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KB. The figures in Col. 1, & 4 arc for calendar years, those 2, 3 and 
' , ' 5 being for the official Anar ending 31 March 

fl 

>> ” The price of .silver during I.Olp.no tonred to hoyami 80 pence 
per fine oi:. and the exchange was raised by official proclamation from 
IjSd. to 2|4d. by C stages in 10 montlis^ 


191 

silver beyond all previous reeord.t Tbe Government of g 
India liad invested their coin reserves to the hilt, so that 
thei’e was no means of meeting the demands for rupees 
that set in exce])t by the mintage of more rupees or by the 
issue of additional notes. The note circulation was mani- 
pulated by administrative ordinances permitting the raising 
of the invested or fiduciary reserve, and allowing such 
increased fiduciary portion of the note-issue to be invested 
in the rapidly diminishing British Government securities. * 
The dependance of the additional notes was not without its 
dangers in a country like India, with its government con- 
ducted by an alien bnreaneracy in which the people were 
lo.sing tlseir faith, and with the masses of the people being 
too illiterate to TUiderstand the occasion for the flood of 
paper raoiiey tlu'owu upon them, Tlie Government felt the 
danger of inconvertibility to be a much greater evil than 

" 1 Tlw price ol' siher was coutroiied during Vlie War l>y the 
prohibition of the imports of silver on private account into India, from 
3rd. Ropt. 1917, As this did not remove tho strongest competitors of 
-tho Government of fndia the negotiations nero opened Avith the Govern- 
meat of tile U.S.A. for fixing a iiviee of silver. By the Pitman Act 
passeil on April, 23, 1918, the U.S.A. Govt, was authorised to sell the 
other governments silver uplo 350 million dollars from tlie Dollar Ecserve. 
The Indian Government acquired 200 million fine oz. under this arrange- 
ment at a fixed pi ice of 101 cents the fine oz. When this control was 
removed by the American Govt, in 1919 the difficulties of the Indian 
Govt, commenced. Tho following figures show the silver purchases of 
India: 538 million fine ounces between April 1,1915 to Noveinlier 30, 1919. 

It is something mofo than a mere, differcuec of opinion to say that the 
price of silver, and Iheiofore llie cost of the rupee, would not have risen 
so rmrch, if, instead qf buying so much silver, tho Government of India 
had taken moans to encourage its export at favourable piivo, and settled 
the Indian lialaueo by means of a loon in India fleated on the security of 
the British Government, or sold in liidii' the IiuUau Ilailway and other 
debt held in Lngiinid. it wna an vxccUeiit opjiort unity Ip reclnre the 
Indian Home charges ru matter of debt, but was deliborateiy bisl, inspito 
of the obvionr, example of England m mobilisinp foreign »ecnrit»es for 
the stability of the Anglo-American Exchange, 
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* 'i'lii f.,ilo'.. iiig observ’aliohs of the latest Oimmilitbe *£J>p8intod 
to ropou upon the Intlra,u Currency inuddllj- mav, Im Jtnhfcbd with 
naVsift'ifgh tifpTh'vi'* IneVm^rifiiVp 
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S. 21 25 


24 The Mint in India shall not he open to the public for; 
^he coinage of ank but gold coins. 

25 In the making of Gold and Silver coins a remedy shall 
be allowed of an amount not exceeding the following: name^.j 


Remedy in fineness 
Two-thousandths 
Tworthousandths , 


Coin Remedy in weight 

Sovereign Five-thousandths 
Rupee Five-thousandths 

The ])rovision 1o jjay in gold the most important sections' 
of the public revenues is introduced to guai-d'" against the- 
possible danger of hoarding. In the case’ of the Land Revenue, 
the Excise Duties, the Stamps aiid Salt Duties, ■ the Railway 
and Irrigation dues the same provision might have been intro- 
duced, but for the hardship it would involve. Tliat^the other 

revenues may be paid in any form of legal tender money ; and 
to avoid the oppression on the small farmer in India, •^re have^ 
oNOJi suggested that the GoA'ernor-General-in-Cdiincil may dis- 
pense with the legal tender limits in the case of those who 
are likely to bo victimised, by too rigid am enforcement of 
Ibis Act. If I lie entire scheme oulliiK'd here is carried out in 
the siiiril in vhieh it is conceived, the new Bank of the Judiau- 
Empire will make’ its special care i o b-ing the facilities 'if, 
offers to the richer business to the door of the poor cultivator, 
and thus avoid the. necc.ssity of payment of Government dues 
in some form of metallic currency. If the Bank becomes, as 
we intend it should, the Treasurer of the Government, the pay- 
ment of Government dues will be most easily elfc(jted by the 
simple transfer in the books of the Bank. In the case '.o^ 
Customs and Income Tax dues the same arrangement may no 
doubt occur; but presumably these are relatively richer men, 
and, if flic hoarding of gold is a real danger which iuust be 
guarded against, it would be best ostart with the men most 
• likely to offciid against public policy in this connection, and 
that successfully. We are also not without support- of g 90 d 
prccedmt in proposing sucli a measure. ' The United States 



The raising of the exchange was brought about by the S. H SO 
Government of India forcing the market up against them- 
selves. It could have been easily avoided, if Government 
had allowed the export of silver; and if, since they were 
•doing so much of the country’s legitimate banking business 
they had encouraged habits of receiving the favourable trade 
balance in more economical forms As it was, the new 
Committee of 1919 had to be specifically instructed to con- 
sider the relation of the gold and silver in view of 'the 
conditions. 

"And to' consider whether, in the light of tlus experience and of 
possible' future variations in the price of silver, modifications of system 
or practice may be required; to make recommendations as to such modi- 
fications, and generally as to the policy that should be pursued with a view 
to meeting' tho requirements of trade, to maintain a satisfactory monetary 
eirculatiqn and to ensuring a stable gold exchange standard." 

' The Committee, therefoi’e, .started to consider the factoi*3 
which had caused this pheuominal rise iu the value of silver 
and to suggest a new ratio. They came to the conclusion 
that the price of silver had been raised by the falling of 
tlie world production side by side with a gi'eat increase 
in" the demand for the white metal. The fall in the produc- 
tion was due, they thought; to way conditions of high prices 
of accessories for mining as well -as owing to the luisettled 
conditions in Mesicov After the War, the majority«of the 
Committee felt, the production might be increased, but the 
demand would temain aa great as ever. Hence they sug- 
gested the ratio of £ 1 = Rs. 10. They did not consider, 
what has -since become evident, and could even then have 
been foreseen that the war conditions were passing away, 
and prices might any day tumble down. They took no 
account of the possible increase in the output by the restora- 
"tion of normal condition in Mexico, and they failed entirely 
to con sider the probgblld fall ip demand. The TJuitj^ Stat^ls 
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S, 14 20 Government, thongli bonnd to replace tbe depleted Dollar 
Reserve at a guaranteed minimum price of. a dollar pen fine 
oz., that guarantee applies only to silver produced in the 
States. The very great chances of the reduction of demand 
for coinage purposes by European nations on their finding' 
even silver to be a too costly and wasteful medium of ex- 
change was also not sufficiently considered. . Under the 
circumstances, the Committee’s finding on the matter was 
open to the most serious doubts. We have> therefore, 
suggested above a much lower rate, the old rate of Es. 
15 = £ 1. This. has no not only the convenience of being 
familiar, as well as the advantage of being more durajble; 
it i! aiso the rate which would cause llnj least disturbance 
in the mercantile world.* 

Tlie adoption of a fixed rate between silver and gold“' 
Coins is, indeed, ■ in the nature of life-blood to the gold 
exchange standard} but not so indispensable to the' princi- 
ple on which the suggestions contained here- are 
based. We hold that the Gold Exchange Standard, in spite 
of all the theoretical advantages of economy and efficiency 
that can be claimed for it, is unworkable in practice. Its 


* The nows of the Chinese boycott of the Japanese goods came to 
India hf Slay 1920, and soon after that of considerable reduction in .prices 
in .A;nicrica. Tho Japanese price have fallen, and Japan ceased 
to be tho buyer of Indian goods that she had been all through the War. 
As a result of that the prices of Indian seburities began to fall tepidly.;'''* 
and though it would bo unjustifiable pessimism to say India is on the 
verge of a panic followed by a heav'y trade depression, it is nevertheless ^ 
u lad that prices have not yet recovered from the, first shook of 'nil* 
favourable news. Tho Chinese demand for silver, that was so groat 
a factor in the decision of the majority, has slackened, and tho normal 
condition of Chinese trade of an adverse balance iuvolviiig an export of 
specie seems to be 'in sight, no matter wha'f the butcome of the present 
dibtbhttjht Vritb' Jajfan may end in. ’ • * • ...... . r 
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main, essential mechanism has in India broken down twice in S. 14 26 
two crises, though for different reasons. In the special cir- 
, cumstances of India," with its Government in the hands of 
an absolute foreign bureaucracy, the system is all the more 
tinacceptable, as it opens up infinite possibilities of suspi- 
cions as to the motives in particular moves in the manage- 
ment of the currency system in moments of crises, not*to 
mention* the special objection on the score of the incompe- 
tence of the Civil Se^iee to handle such financial questions. 

The location of the Reserves of large proportion in a 
foreign centre, however conducive to economy in normal 
times, involves the serions danger of being inaccessible in 
thfe hour, of crisis affecting the financial centre. The country 
with a Gold Standard becomes exposed to aU international 
_ crises, owing to the short-sighted desire for economy in the 
ordinary settlement of trade balance abroad. Supposing 
that it east, in normal times ^d to send a pound of gold to 
India from England, the saving involved in preventing the 
shipment of £ 5,000,000 to India would amount to £ 10,000. 

But tlie loss to the country in the hour of crisis would be 
far more considerable if the authority, pledging its credit 
to the maintenance of the fixed exchange, is unable to do so 
rise in the Exchange value of the rapee to 2j 8d would 
• have involved ,a loss to the people of India, on a total ex- 
port trade of 250 £ million of about 187 1 cror^s of rupees It 
is also exposed to the other danger ; that by keeping habitual- 
ly large sums in a foreign centre,- tlie country not only be- 
comes a prey to the machinations of bullion speculators 
ni the international markets, but also' begins to invest in 
the securities of that foreign country to the prejudice of 
the home trade and inclustiy. ' In a moment of international 
e'risis these investments are liable to heavy dei^reciation, 

-and’ are often unsaleable pi’eeisely when the funds are most 
urgently needed to support national credit, All these 

1 Saj's the latest Report on the Indian Currency sj’stem : 

“When the exchange value of the rupee was 1[ 4d the rupee, the 
equivalent of. the Home Charges on the basis of £ 25,000,000 a year was 
S7X eioreS; while if the necessr.ry sum r\as leinitted at an exchange of 2| ' 
the cost nould be 25 crores only, a sa'.iiig of 12-J. erorcs. On llie other 
Mnd there would' be a loss involved in the revalualion in rupees of iho 
sterling investments in the Paper Curieuey Iseserve. If the revaluation 
were made at 21 the rupee the depreciation to bo niade good would amount 

to 38.4 crores" (para §3) ' 

- - 
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S. 14* 20 evils were intensified in the pairticnlar ei^enmstanees of 
India by the unavoidable infection of politics into economic 
questions, "We have consequently utterly discarded the 
Gold Exchange in principle as well as in practice> and have i 
framed our recommendations so as to render the entire^ 

ft 

machinery of the exchange standard obsolete. We are, 

consequently, not much concerned in the learning bestowed 

on the question of a stable exchange, though we ' 

must protest againSt the conclusion a.rrivSd " at by 

( 

Ihe majorit)’ of the Babington Smith Committee 
as to the effects of a liigh exchange on the ti*ade and in- 
dustry of India. Proceeding on the broad general principle 
that: ‘‘Stability (of exchange) is an important facllity'rjJ 
rather tlian an essential condition'' for the current opera- 
tions of trade, the Commission have no' difficulty in brus- 
quely setting aside the great danger involved in too frequent 
an interference with the rate of exchange. . It may be 
that ordinaiy small fluctuations are included in* the risks 
incident to business, and that the bankers can help to 
minimise those risks by “Hedging j ’ ' it may be that the pre- 
sent condition of world finance will make it exceedingly 
difficult for India to obtain foreign capital, and consequent- 
ly the need for stability to attract outside capital may no^- 
be so great. But when all allowance is ma4e for a new'^ 
rate, and tliat a high one, the fact remains that such 
changes introduce a most unwelcome element of speculation 
which prevent tfade and i ndus try from foUoTmg their 
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normal channels. *1 But "rtThen the Commission go on to S 14 20 
consider the effect of high exchange on the price level, they 
are utterly, unspeakably wrong. The figtires before them 
showed xmmistakeably that while the price of the articles 
imported had risen between 1910 and 1918 by 265 per cent, 
those of exported articles rose only bj' 157 per cent. The 
-Indian produce was not fetching the same high price as the 


The following observation from the Decemnial Eeport of the Moral 
and Malerial Progress of India 1902-3 to 1911-12 may be compared "with 
the preceding remnrlcs ro. the depreciation of investments: — 

"TJpto 31st, of March, 1922, there was a net profit of £2,105,868 on 
the investments, £2,958,138 was received as interest and discount, while 
the securities held had depreciated to the extent of £ 680,700, and losses 
amounting < o £ -150,083 had been incurred on the sale and redemption of 
* the seenrit’os^ Miscellaneous charges had amounted to £ 18489 

On Slat. MOreh, 1J]6 iiic securities of the purclmse VOlue of £ 17,007,837 

wevo, oslininted ,at fhe market price of that day at £ 16,218,693. The 
' great deprcciaiion since then would amount to over 10 million sterling, 
if we .take both the Gold Standard and the Paper Currency Beserve together, 
not taking into account the still greater depreciation* duo to the decline 
in the silver value of- the pound sterling, which as already quoted, would 
involve a loss of Es. 38^ erores. 

^ 1 “Our conclusion, theroforo. is that a stable level of exchange 
gives the most healthy condition’ of production and trade, and for the 
. cmploj-nient of. capital, and that larger changes in the exchange value 
of a currenej’ are an evil, which should be avoided as far as possible; 

’ but if a large change has taken place it jna3' be preferable stability at the 
new level rather than to submit to the further cliangd which is necessary 
for a return lo the old level, especiallj' if the .former course shortens the 
- l)eriod of uneertaintj'’’ (p. 36) The Committee is arguing on erroneous 
assumptions^ It is not the new level that Ikis come 'to stay, and, there- 
' ' fore, it is not the new rate which would cause the least (listurbanee. There 
' is no reason to believe that the price of silver, raised phenominally high 
by war conditions, will faU as soon as the extra-ordmary circumstances 
that caused it are over. Per the people the old familiar rate, which 
even .now has not been upset for the gold sovereign, would have no 
terrors, not to mention the loss to the Indian producer in this rise of 
exchange,- . • 


198 


/ ' 

S.14 20 foreign produce had to be paid for in Indian produce.* 

It may be admitted that' the local prices had been artificial- • 
ly has already sold his crops in advance to the village money- 
oven so, the prices of Indian produce must suffer, very much 

I . ' 

if, the moment the War conditions disappeared, an 
reasonable tax was laid on them by the raising of the rupee/ 
And when we say that the Indian exporter .suffers by this 
rise, we mean not the Avholesale merchant,- who is too shrewd 
not to avail himself of the “Hedging” facilities offered by 
his Banker and thus reduce his risk, but the poor country 
farmer, wlio has no means of protecting himself, who probab- 
ly has already sold his crops in advance to th^ village money- 
lender, from whom there could be expected no mercy i£ the 
]->riees are l^ept do-mi'by official interference for trade re- 
gulation. The .saving in the Home Charges would be- a' 
material consideration ijerhaps, if the iTidian people had^ 
the control of their finances and were able to employ the 
fund.s .saved by this means in the remission of taxation, or 
emi)loyment in industry. On the other hand the high ex- 
change would mean n bonus of 50 per cent, to the foreign 
importer, and the consequent discouragement of Indian . 
industry in all matters where India has to face a killing 


Wc ]ia\p already guotccl tliis laWc of prices and Index nuinlierSs 
else where. The Commission’s conetuBion that "Wc are led therefore to 
the conclusion that on economic and social grounds it is not desirable to 
rcbforo a low level of exchange for the rupee under present conditions. 
Riu'h a level would augment prices generally and tend to aggravate the 
dangers of social and economic discontent.” is impossible to accept. 
And they can scarcely command resj.ect when on their own jidmission they 1 
have assumed the stability of a factor which is the least stable: tho 
in-obcnt high level of world prices. If the price-level in the norld market 
should fall the Commission would have no hesitation in proposing another 
altcri’.tiou of exchange. ‘*In that case it would be necessary to con- 
sider the problem afresh, and take the measures which might be required 
by the altered circumstances.” (para 51 ) 


competition in Iier o^^^l market. We are tliereforej unable S. 14 20' 
to concur in the vieAVS propounded by the majority report 
touching tlie tlieoretical as -well as the practical aspect of 
the efl’ect of liigli Exchange on a country’s trade and in- 
dustry, and still less can Av.e accept the reasoning under the 
uecTiliar circumstances of India. 

It follows, then, that the fixing or a ratio between tlie 
Standai'd of currency and the silver coins which must 
for a long time remain in circulation in this eouiiti'y, and 
form a respectable proportion of tlie total volume of 

currency, is a problem ratlier of local than of interiiation- 

al importance. To allow .silver to remain' unlimited 

legal tender at the same time that its price as ciirrency 

had been artificially fixed and its coins reduced to the 

position of tokens is an impo.ssible state of things, 

which, if -not corrected, would lead to worse evils than 

those we have passed through. The Govefnment of 

India were, if we judge them charitably, led to acciuiesce 

in such an anomalous arrangement by the apprehension 

of their' inability to supply gold coins in exchange for 

large, indefinite, amounts of silv^er in circulation at the 

time of inaugerating a change in the ^standard, as also 

beeau.se of the u ‘priori assumption that the Indian 

people Would piove too conservative peacefully to allow. 

% 

the change to be 'aecompli.shecl. But there wwas ajid is no- 
real danger of the Treasury or the Cui-rency Offices being 
deluged with 'silver, especially if the Government woiild 
jjrovide more suitable alternatives in the foj'in of gold, 
notes or certificates; or, better fetill; they would so improve 
our banking arrangements as to leave- tliis tool of trade - 
and industiy in the hands of those who best understand 
'them. The danger of too hea^’y a demand for silver coins 
to be changed into gold can be averted by making limited- 
legal tender and thus restrict its use. The amount j)ro-', 
poBcid here aS ih^ maximum limit of ilegal.tenjder.in reBpefet 
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S. 14 20 of silver coins is at once large enoiigli to avoid inconveni- 
ence or injustice to the smaller producers and traders, and 
small enough to led bring ahont a discontinuance of silver 
for aU larger transactions. Its place should, -in onr 
opinion, he taken, not by the costly and wasteful gold 
currency, — and to this extent we agree with the holders of 
the Exchange Standard theor.y that gold is a -wasteful 
medium of exchange for internal purposes, — but by paper 
convertible in gold, or still better, by improved bank facili- 
ties and bank trani?fers somewhat on the same lines as 
guided the “Giro” .«»ysteni of payments hi'Germany before 
the War. We have elaborated these suggestions more 
fully later on. Here, Ave need only observe that, under 
the scheme proposed, all the advantages of economy, elasti- 
city, and convenienee in ti'ansport, which are claimed on 
behalf of the Exchange Standard, Avill be realised -by our 
suggestion of limiting the legal tender of silver coins and..^ 
bringing about its gradual disuse for currency purposes.’ 
Hence the suggestion to coin no other silver coin but the 
rupee. 1 The need for small change Avould be met by . 
the provision of other token coins of nickbl or bronze, as 

1 In the complete demonetisation of silver hero proposed, -we differ 
from the minority reimrt, -which warns the Government against the issue 
of a niclvcl S-anna piece, and generally recommends the unlimited legal 
tender of silver. AYo have already shown in tho body of this essay why " 
■wo can no longer support tho unlimited legal tender, of silver coins. . 

^ 2 The Committee of 1919, droijpcd tho fixing of the exchange value 
of the rupee in terms of sterling and recommended a fixing in gold, owing 
to tho obvious disadvantage of linking our currency Avith an already 
depreciated system, and the consequent fluctuations iii exehangd. Tho'^‘1 
policy followed by tho Government of India since tho publication of tha-.i 
Keport Avas to give effect to this cardinal recommendation, but after ' 
a low months of vain ellorts and great speculation the policy had to 
be abandoned in favour of leaving i>xcbange to adjust itself to the trade 
conditions. While the policy lasted speculation ran riot, nearly 100 
million steiiiug Ijiug idle in tho shape of applications for the Eeverse' 
Ctfuutilb. The nvit result has boon a loss td I^aia of alftAit £So inifUou 


provided below. The possible danger of hoarding gold S, 21 23 
will be guarded against by the next section. 

It. will be observed that we have made no change in 
the weight or fineness of the rupee. Without expressing 
an opinion as to wliqt should have been done during the late 
currency troubles, assuming gold to have been unprocur- 
able and further increase in the notes undesirable, we may 
.say that in matters of currency it will be best to disturb 
the existing system as litle as possible, in order to secure 
tlie continuity in busiiie.s.s relations. Of course, in a 
scheme based on radical ehangc.s of the kind proposed 
liere, such a defence would hardly be tenable if on any 
other ground the change in the weight and fineness of the 
ru'pep hitherto aeceiitcd had been desirablr. We do not 
think, howevei’, that /:uch a change is now desirable with 
a.vioAv to r^.slore stability iix our currency sy.stem, and wc 
have accoi’dinglj'' left these factors undisturbed. The dis- 
continuance of the smaller silver coins is a measure for 
tlie economising of silver on Avhich ,thel’e seems to be 
scarcely any ditl’ercnce of opinion. 

I 

The payment of Government taxes shall be made in 
gold in respect of the Customs duties and the Income Tax, or 
in the notes of the Imperial Bank. All other revenues of the 
Government may be paid in any form of legal tender money. 

22 Hothwithstanding anytliing contained in the next 
foregoing section the Government may, by an order of Gover- 
-t)or-6eneral-in-Oonncil, direct the tax-collecting officer to 
accept payment of government dues in the silver coin of the 
Indian Empire irrespective of the legal Tender limit, except 
in the case of the Customs and Income Tax receipts, which 
shall be paid as directed by the preceding section. 

23 The I/Knt in India shall coin gold into Standard Coin 
free of charge to the public. 

26 
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be eventiially titilised for the purpose of introducing a 
Gold Currency in India. But the Government of India 
were just then faeed with heavy Famine Ex])enditure, and 
used as siich in relieving the Famine distress. It was__ 
obviou.sl 3 ' an unjust use. When the utility of such a reserve'^ 
in meeting their obligations in Eiigland was ]3ereeived by 
the Government, they .suffered the balance of the,resei‘ve 


to accumulate in England particularly as the silver, from' 
the coinage of Avhich the profits arose, had to be_purchased 


in gold in Ejigland. The normal instinct of -a commercial 
people then asserted itself. The Rc.servej which was accu- 
malating rapidly eveiy year, Avas felt to be too large, and 
consequently a small i)ortion of it was im'ested. The 
interest obtained became too tempting to allow the neAV 


policy to be questioned ; and hence the ratio of the invested 
portion to the portion held in gold began to increase alar- 
mingly. The entire reseiwe was nominally kept in gold in 
England, but a great portion of it Avas invested in English 
securities. The Mackay Committee of 1907-08 even pro- 
posed, not AAuthout a shpAv of reason, that a part of the 
reserve may be used to avoid further debt and be used 
for raihvay construction. Whatever may be said for this ' 
proposal. on the ground of economy, it Avas obAuously in- 
consistent AA'ith the orgipal object of the Fund. T'lie 
ci’isis of 1907-8 shoAved the error and the danger of too large 
a portion being invested, Avhich could not be easily realised 
in an hour Avhen the exchange needed siipportlng. T1 / 
klaekay idea Avas, therefore, dropped j and the reserve, callca'^ 
now the Gold Standard 'EeserAm,-came to be held in gold 
and gold securities, its object being laid doAVii as the .suj»' 
port of exchange in the ho\ir of danger, by the Cham- 
berlain Commission 1913-14. But the War swalloAved. 

f I • 1 I • « 

the wTiole of the EeS'er've which 'had been buil t up with 


208 ' 


fluring the currency crisis of the Civil War passed more than S. 21 2fi 
one law enforcing payment of Customs dues in gold. And 
' there is similar authority in the suggestions of the Minority 
'Report in the last Currency Committee. There is, indee'd, 

^dod reason why thp -Customs dues may be selected for differen- 
, tial treatment. They operate most directly 'on the foreign 
■’ -exchanges by their e'fiect on the foregn trade of the country, 

.^and the consequent changes in the balance of trade. It may 
be that the same goal might be reached by a change in the fis- 
cal policj ” ; lint that may not be suitable in given circumstances 
while the provision to make Customs and Income Tax dues 
-payable in gold has the most immediate effect in the desired 
direction. , 

The closurfe of the Mint to the coinage of any otlior metal 
^ save gold follows inevitably from our general ])rineipal of 
rl^aking siver a legal tender for only limited quantities. So 
long as silver coins are given artificial values it will be best 
to prevent their unlimited cohiage. The free mint for gold 
coinage is similar^ a corroUary from our guiding principle 
of establishing a real gold standard in this land, 

: It will be noticed tliat the successful working of all these 

'suggestions depends on the constitution of imoper banking 
facilities for the mass of the people and not onlj’’, as is the 
''ca.se no^v, for' the foreign trader only or for the commercial 
magnates known as “Shroffs.”' We shall have, therefore to 
defer to the later sections dealing' with the organisation of 
the. Imperial Bank of India for a, further elaboration of the 
arrangements proposed here. . It is also in that connection ' 
y that we -can formulate proposals for the payment of the Home 
' Charges, the maintenance and size of balances, the regulation 
of exchange and oilier allied topics. 

26 The follov/ihg nickel coins shall be coined at- the 
Mint for issue under the authority of this Act, viz. .An - 
eight-anna piece a four anna piece, a IVo-anna piece, and 
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S. 26 3o a One-Anna piece. No other nickel coins shall he coined 
at the Mint. 

27 The Standard weight of the Eight-Anna piece shall he^ 
ninety grains Troy. The Standard weight of the Pour- 
Anna piece shall be Seventy-five grains Troy, and of tho‘ 
Two-Anna piece Sb:ty grains Troy, The Standard weight 
of the One-Anna piece shall be Fifty grains Troy. 

28 In the making of the nickel coins a Remedy shall be 
allowed of an amount not esceeding onefiftieth of the 
weight. 

29 The following Bronze coins shall be coined at the Mint 
for issue under the authority of this Act, namely, 

(g) A pice or quarter Anna, 

(I)) A half -pice or one-eighth of an anna, 

(c) A pie or one-third of a Pice, and. 

(d) A doitble Pice or one-half of an anna. 

30 The Standard weight of the pice shall be 75 grains 
Troy and the other bronze coins shall be of proportionate 
weight. 

31 The Bronze coins shall be coined from a mixed metal 
consisting of copper, tin and zink, in the proportions as 
now obtaining. 

32 in the maiding of the Bronze coins a remedy shall be 
allowed not exceeding one-foi'tieth of the vreight 

33 The Nickel coins, specified in section 26 of this Act, 
shall be legal tender in payment or on account as 
follows : — namely, 

(«) The Eight- Anna piece fci^a- sum not exceeding ten 
rupees at the rate of sixteen annas for the rnpee. 

{b) The Four-Anna piece for a sum not exceeding five 
rupees. 
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(c) The Two-Aima piece for a sum not exceeding two fi. ;m. ;)7 

rupees. 

(d) The One-Anna piece lor a sum not exceeding one 

rupee. 

34 The bronze coins specified in section 29 of this 
Act shall he legal tender in payment or on account for a 
sum not exceeding one rupee at the rate of sixty-four Pice 
in the rupee or one hundred and ninety-two pies for the 
rupee. - 

35 The 6overnor-6eneraI-in-Council may, by notification 
published in the Grazette of India, direct the coinage and 
issue of all ^coins referred to in the several preceding sec- 
tion, and determine the dimensions of and designs for 
these several coins;? Provided that the dimensions and 
design of the Standard of Currency, the gold sovereign, 
shall be the same as now prescribed in the United King- 
dom, and shall not be capable of alteration except by a 
resolution of the Legislative Assembly, passed by a three- 
fourths majority of the members present. 

36 Until the Governor-General-in-Oouncil otherwise 
determines by. notification under section 35 of this Act, 
the Dimensions and designs on the silver Bupee 
shall be those prescribed for the Government Rupee under 
the Indian Coinage Act, 1870, and .that the same shall be 
observed by the Mint at the time of the commencement 

-of this Act. - ■ 

37 Por the other coins issued under the authority of this 
Act the Dimensions and Designs shall be those now in use 
for the similar coins issued rmder the Indian Coinage 
Act of 1870, provided that the dimensions and design on 
the new nickel coins shall be those now issued .under the 
Acts XVII and XXI of 1835, XXI of 1838, XXII of 1844, 

Xni of 1868, and- the Indian Coinage' Act of 1870, and 
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S- 26 declared by .those acts to be legal tender, provided that 

fche Governor-GeneraUn-Ootincil may, by procimation in. 
in the Gazette of India, declare those coins to be no legal 
tender after a specified date) before which they may be 
received at the Mint, or at the Imperial. Bank of India, to^ 
be converted into an equal number of the like new coin?' 
issued under the authority of this Act, 

38 Subject to the Provisions of this Act, no changes^ 
shall be made in the currency organisation established by 
and under the authority of this Act by any administrative, 
action of the Governor-General-in-Council, 

’ The onlj’’ provision in the foregoing series of sections 
that needs anj’’ explanation or comment is the abolition 
of the Silver Eight-Anna piece, and the substitution in 
stead of the nickel equivalent. On ouv guiding- bas’^- 
of a complete demonetisation of silver the reduction,. of tho^ 
silver coins of a denomination below the rupee is a 
measure dictated as much in the interests of economy as 
of eonvenienee in computation. - It follows from tho- 
aholition of the silver half-ruiiee that avc cannot allow 
the baser substitute to be legal lender to an “unlimited 
amount, or even to the extent to which the mpec is a.llowed 
to be legal tender under the authority of this Act. 

“ 1 It -will l>c obvious to tliosc ■wlio have carefully ' studied the 
latest Currency Eeport that the above suggest ions! are agauisl the 
recommendations of the Minority Eeport in this particular instance. 

is unsafe." says Mr. Dalai, "to carry the .debasement of the'' 
coinage any furllicr by the use of nickel coins. I am of opinion that 
the Eight-Anna nickel should not be put into eireulatiou at all. and 
I suggest that instead of it an eight-anna silver piece of reduced fine- 
ness should be coined and made nnlimited legal tender." ‘With all 
deference, wo cannot accept this \-icw. If there is any debasement of 
the coinage it is more likely to lurk in such a suggestion as the one 
now quoted than in the one proposed .above, which at least frankly 
tells the holder that the coin is not worth what it claims to be. 
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The introduction of ample small change, which it may be S. ^6 38 
observed in passing, is an essential condition for the 
success of the kind of banking we have in view, will not 
be "feasible if we depend on the relatively costly white 
metal for our small change. We have, therefore, 
abolished all smaller silver coin, permitting, however, 

those already in circulation to remain legal tender to the 
extent that coins of similar denomination issued under 
the authority" of this Act are, by this Act, allowed to be 
legal tender. Provision has also been made for their 
redemption in case their simultaneous circulation causes 
confusion. We quite agree to the view, mentioned i'l 
the foot-note that the introduction of these coins would 
cause a want of eonfidenge, shiee..we are convinced of the 
- necessity of small change which we consider nail be 
better met by a liberal, though not excessive, issue of 
siich cheap coins of small denomination than/ by the 
multiplication of the currency notes in the form of one 
and 2-J rupee notes as was done during the war. 

A slight change has been introduced in the weight of 
the nickel coins. The new half-rupee has been made 
equal in weight to the old one with a view to cause the 
least difficulty to the masses of the people. The weight 
of the other nickel coins has been altered with a view to 
permit of their being made of a size convenient for every 
day trausactons. One of the objections that coidd be 
urged against the smaller silver coins hitherto in circula- 
tion Avas their extremely small size and the consequent 
liability to be lost. * Since in the nickel coinage the 
question of cost will not be very important, we have 
' allowed a greater weight to facilitate the larger size. 

* 1 The half-spYcroigJi ia England has been subjected to tho 
game ciiticism.' ^ > 



208 


A » ' 

S. 26 38 ■ The weight here allowed, it may also be noted, difters 
slightly from the weight now given to such coins as have 
been in circulation for the lavst iwo or three ^'^ears; but 
this is a matter of minor ‘detail, to which, if the principle 
of securing abundant and cheap suijply of small change 
is accepted, we would attach no great importance. - ■ In - 
the conditions of India as we now know them, it is unsafe 
to trust for small change to the notes .of a reduced deuo- • 
miuatioii, and if small change is inaccessible, the best 
currency system and the best banldng accessories would 
be upset. 

No chauge has been ptoiDosed in the denomination, 
the design and the dimensions of the silver and niclce.!; 
coins, power being left to the Goveruor-Gencral-in-Oouncil 
to fix the design &c. Wc may note, hoivcver, tlrat our, 
age will go down to history as one of gross materialism ' 
unrelieved by any sense of Art or Beauty as evidenced by 
the tools of our materialism. I'he coins, instead of being 
the medals or symbols of onr history, arc mei’ely the most 
workmanlike tools of commerce from which it is considered 
advisable to banish aU trace of national vanity. The 
general tenour of onr suggestion in this monograph takes 
too pronounced a materialistic view' for us to stand up-,^ 

with any degree of confidence,- ns the champions of^ 
aestheticism. ^Yc, therefore, merely bring out this defect' 
and leave it to others to eurrect it if jiossible. 

36 The profits resulting from the coinage of silver, nickoi 
and brpime coins shall be applied in the following order Vis 
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(а) To the upkeep of the Mint EstabEshmenl, S, 39 41 

(б) To the purchase of bullion for inferior coinage, 

below the Standard of Currency, 

(c) To a Reserve Fund, if the profits are in excess of 
the Mint Expenditure and the bullion purchases, 
provided that the Reserve Fund so constituted 
shall be used to support the Paper Currency in 
case of an unexpected, heavy demand for conver- 
sion. 

40 The Reserve Fund mentioned in clause (c) of the 
Section, 39 shall be kept in gold and shall be 

entrusted to the Imperial' Bank of India, for 
safe-custody on account of the Mint, provided 
that the said Bank shall have authority to use 
that Fund to meet a demand for the conversion 
of notes in the event of the ordinary resources at 
the disposal of the said Bank being insufficient for 
. . the purpose. 

•11 Thf Bank shall pay interest at the rate of 5 per 
cent, per annum for the use of the P.und for the 
purpose stated in tlus Act, and during the period 
that the Fund shall^not have been replaced by the • 

Bank. 

The use of the profits of coinage was a most important 
(iucstion under the regime of the Gold Exchange Standard. 

The Fowler Committee had recommended that the profits 
arising out of the silver coinage, -a veiy considerable 
amount in those days, -should used to form a rOs’efri-'e tq 
?7 - ' 
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to any person authorised by the Governor-General-in- 
Oouncil or by the Local Government to act under this Act, 
and such person has reason to believe that the coin 
(ft) has been diminished in weight so as to be more thw 
such percentage below the standard v/eight as 
may be prescribed as the limit of reasonable 
wear, or 

(&) has been defaced 

he shall, by himself or another cut or break the coin. 

43 A person cutting or breaking a coin under the pro- 
vision of clause (</) of the next preceding section shall 
observe the foilov/ing procedure, namely, 

((/) If the coin has been diminished in weight so as.to^ 
be more than such percentage below standard 
weight as may be prescribed as the limit of reason- 
able v/ear, but not more than such further per- 
' centals in this behalf, he shall either return the 
coin, or, if, -such persons so requests, shall receive 
and pay for the coin at such rates ' as may be 
piesciibsd in tins behalf; and 
(?j) If the coin has been diminished in weight so as to 
he more than such further percentage below 
standard weight so prescribed as aforesaid, he 
shall return the pieces to the person tendering j 
the coin, v/ho shall bear the loss caused by such\| 
catting or breaking. 

44 A p%’3on cutting or breaking a coin under the provi- 

sion of clause (a) of the next proceeding seetion 
shall observe the following procedure, namely- 
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some difBcultr, and turned it almost ontirels' into securities, 
■wliicli ivere rapidly depieciating in value. Whatevei', 
therefore, may be regarded to have -been the object of this 
Reserve, --whether support of Exchange or, facilitation of 
gold currency, -after' the commencement of the War neither 
was capable of I’ealisation. * During the first year 
of the peace the exchange troubles mainly arose, in our 
opinioiij o-wing to the gold resources of India having been 
dissipated in tlie zeal to earn interest, not to put any but 
the most charitable construction on the events of the War 
period. Wi.ocr by this sad experience wo have suggested 
that the Reserve, if at all one arises under ouv scheme, 
md is in excess of the requirements of tlio Mint, shall be 
kept in gold, and managed by tlie Imperial Bank 


Fowler .Committee Siiid: “The Goreniment shonlcl continue to 

give rupee for gold, hut fresh rupees should not bo coined 
until the proportion of gold in the currency is found to 
e.-5coed the requirements of the imblic. We also recommend 
that any profit on the coinage of rupees shoulld not be 
credited to revenue or held ' as a portion of the ordinary 
balance of the Government of India, but should bo kept 
in gold as a special reserve, entirely apart from the Paper 
Currency Eeserve and the ordinary Treasure Balances.” 

The Chamberlain Commission observed: “While, therefore, look- 
ing beyond the immediale future, we hold that the Government of 
India' ought to be alive to the possibility of the aggregate sterling 
reserve eventually reaching an unnecessarily high figure, we recommend 
that the whole profits of the silver coinage, together with any interest 
a(crririg from investments or loans madd from the gold standard 
reserve, should for the present continue to be placed to the credit of 
that reserve and that no diversion, similar to that ia:ule in 1907 for railway 
development shoud be under any circumstances permitted until 
further experience allows of a much more accurate definition of the 
calls which the Eeserve may have to meet than is at present possible, 
parfi 89 J 


1. 39 4J 
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, 30 <l] of luclin for a set purpose stated in tlie Act. We do not 
tliink that there is much chance of any considerable sum 

I 

accruing oTrfng to the demonetisation of silver. But in case 
a- surplus arises from the ooinage operations, the best use foir 
it, in the interests of the nation, would- be to regard it as 
a second line of defence for the Paper Currency. It must 
also be noted that we have made this aii. extraordinary, 
not an ordinary, use of the reseiwe, against which the 
Banlv would ordinarily issue no notes. 

>•* UiulcM’ ouv sc'lieiuc all discussion about the nature, 
object and use of the Gold Standard Reserve ceases to 
profilal.L'. Wo liave dofinitoly accepted the Gold Standard, 
with a free Gold Mint. The principle contained m section 
41 needed an uunmbiguons declaration in face of the 
pronencR.s of impeennions financiers to treat all - such 
profits as so much windfall, -and we liavc, therefore, no 
occasion to he extra solieilous about the mainlenance of the- 
Exchange. It is a function of bankers to regulate it under 
some sound eurreney system, and we bave accordingly 
made it over to the Bank in no ambiguous terms. The\ 
Government may honeefortb sleep- in pcaee as far as the-iij 
Exchange is concerned, thej* liaving merely to explain to 
the bank tbeir requirements in England. It is to be hoped 
requirements will he progressively reduced, and provide the 
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necessary fniuls for (Ijc purpose. The Bank will ^lo all IT 'I 
the rest for tlieiii, 

42 Where any gold or silver coin, which hf-S been coined 
and is issued under the authority of this Act, is tendered 

* 2 Tlie following l.'iblc sliows tlic composition and location of 
the Oold Stsmdnrd Riseivc fioin 1901 to date, 

31-3 year In ISngland (in million £,) In India (in million .B) 
soouritios cash at gold at Loans Gold Sdvor 
marliot p. short Bank of 
notice England 


1901 

••• ••• 



1-8.30 

1-200 


3-030 

1902 

3-456 






3'456 

1903 

:3-6o8 

« « • 


-(01 



3-6-53 

1904 

r,-o-ii 

' 


•167 


• •• #• 

6*209 

lOOo 

S-367 

•«« 


•ir)-2 


»• 

8 539 

_ ino6 

1.3-122 


*«•••• 

2 6 



12409 

]<)07 

11-964 

.7.... 

' 

•301 

■021 

4-000 

16-2 

1903 

12-978 

1T31 



• •• ** » 

4 000 

ISl 

1909 

7-1.3.3 

-•16 • 


«• ««« 

•* 

10 586 

IS- 

191) 

1-2-695 

.3-010 



• •* 

2,53-1. 

' 18 2 

1911 

15-407 

1-477 


• • 


1,934 

1.8 0 

1912 

16-087 

1 073 



»* •*> 

1,.9.34 

190 

1913 

15-945 

1005 

1 G-20 



•1,000 

22 7 

1914' 

17-16-> 

025 

4-22-) 

022 

• •• 

4,000 

2.V2 

191 j 

12-14S 

-0 3 

1 2-50 

7 070 

.5 239 



25*7 

1916 

16-219 

.5-792 


•001 

■1. 850 

••• 

26 2 

1917 

-23--l(l6 

GUOl 



•103 


31-00 

1918 

28 --to:! 

6 000 





34 45 

1919 

29 729 

6*016 

••• 



••• 

35 75 

.31-5-1 9;;o 

26*637 

« ^ 

•« ••• ^ 



••• 

36-63 

V X. 13. 

The seen 

•ilies are 

valued 

in the 

last statement 

at the 

ma'rket price ns on 

31-3-20, w 

lieli therefore 

allows 

for de])i 

■eeiation. 


The value in tlio wav yeais is at purchase price. Tlipy cost India 
nearly 60 crorcs of riijiecs but arc now worlli hardly 30 crores. The 
whole amount is in England, 
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(а) Reduce the amount of Remedy allowed, except 
in the case of the Standard of currency, by any. 

^ s 

of the preceding section in the case of the coins is- 
sued by this Act, v. 

(б) Provide for the guidance of persons authorised to 
cut or break coins under ss, 43 to 46 of this'Act, 

(<•) Determine the porcontage of diminution in weight 
below standard \"eigiifc, not being in any case less 
than tv/o per.-»c€nt., v/hich shall be the limit of 
. reasonable wear. 

((0 Prescribe the further percentage referred to in 
(a) of section 44 and the rates at which payments 
shall be in?vde in the case of coins falling undeH 
the same. ^ 

(^) Every such rule shall be published in the Gazette of 
India, and all such publications shall have effect as if 
enacted in tliis Act. 

49 ISfo suit or other proceeding shall' lie' against any 
person in respect of anytliing done or intended to be 
dene in good faith, under or in pursuance of the provisions 
of this Act. 

% 

Tliesc are all provisions for the detailed operation, dl^ 
the Act, as Avell as for the safeguard of innoheut peopled 
taking coins in good faith AVhich have been either too worii’^ 
'mi, or lia -e been defaced and thus debarred from eurf eirey. 
I'jhewhere in this Ac*, are appended sections Avliich provide ■ 
for the punisliment of couterfeiters &C. No other conimeut 
seems iietfessarj- on this part b£ the Act. 



(a) If such person has reason to believe that the coin S. 44 48 
has been fraudulently defaced, he shall return the 
pieces to the person tendering the coin, who shall 
bear the loss caused by such cutting or breaking; 

(Zi) If such person has not reason to believe that the 

1* 

coin has been f rauulently defaced, he shall receive 
and pay for the coin at its nominal value. 

45 If a coin is liable to be cut or broken under the pro- 
visions of both clauses of section 43 of this Act, the person 
cutting or breaking the coin shall deal with it, — 

((/) If he has reason to believe that the coin has been 
fraudulently defaced under clause (a) of section 
43, and 

(i) in other cases under section 44 of this Act ' 

46 Where any gold or silver coin, purporting to be coined 
or issued under the authority of this Act, is tendered to 
and person authorised by the GrOvernor-General-in-Oouncil, 
or by a Local Government, to act under this Act, and such 
person has reason to believe that the coin is counterfeit, 
he shall, by himself or another, cul or break the coin, and 
may, at his discretion, either return tiie pieces to the 
t,enderer who shall hear the loss caused by such cutting or 
breaking, or receive and pay for the coin according to 
the value of the bullion contained in it. 

47 ' The' Governor-General-in-Council may make rules to - 
carry out the purposes and objects of this Act. 

48 In particular, and without prejudice to the generality 

of the next pi'eceding section, such rules may— 
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S. 58 ‘ V^e abolisli the rupee altogether. We cannot also .dis- 

pense "with the notes of a denomination under one sove- 
reign, as we take it as the first principle of 'our proposals 
that the metallic currency shall be economised as far as 
it.is^ possible, without depriving the people unduly of th^ 
sight of the precious metals. The smallest note, we may 
say as a matter of general principle, should not .be below 
that of the ordinary, current standard coin in denomina- 
tion ; but in the case of India, the notes are as yet the only 
me^ns to economise the metallic currency, and we cannot, 
therefore, fix the denomination of the smallest note so high 
as would necessitate the use of the standard gold coin 
for the daily needs. We must wean the people' fi’om the 
uneconomic habit of using too large a stock of the precious 
metals ordinary currency ; but we must do so gently, and 
leave no loop-hole for a suspicion about the bona fidosk 
of the issuing authority. The first step, therefore, in the^ 
direction oC this much needed reform is to place, our cur- 
rency standard beyond the possibility pf equivocation or 
misinterpretation. Having done so we have 3iext to 
concert mea.sni'e.s to lunsband the world stock as well as our 
own of the preei()U.s metals. We thus come to the need 
for a Jiote system wdiich %vo\dd serve as an unquestioned 
substitute for money to wdiich the people haA'e hiiherto 
been unduly attached. If Ave make our note-issue such as 
Avould cause doubts or distrust, it Avoukl be doomed even 
before it is put before the public, unless forced upon them 
by superior might. The' only means to • accomplish .thig^ 
rather complicated business is to make the note as low 
as five rupees in A-alue,-a note to AV'hich, the public have 
been quite aceusloined, and so arrange the rest of the higher' 
denominations as to minimise the nse of specie by oft’eriiig 
more coin'enieut media instead. But the same reasoning 
Avlxich has led us to adopt the five rupee limit as the 
loAvest prevents us from going loAver still to economise the 



DEFINITIONS. 

50 A Currency note shall be a note issued by the Imperial 
Bank of India under the authority of this Act and exij 
pressed in the form of a promise to pay on demand the 
sum specified in the note to the bearer thereof. 

51 Except as provided in this Act no person or corpora- 
tion in the Indian Emppire, other than the Imperial 
Bank of India, shall draw, accept, or issue any bill of ex- 
change, hundy, promissory note or engagement for the 
payment of money payable to bearer bn demand, or 
borrow owe or take up any sum or sums of money on the 
bills hundies or notes payable to bearer on demand of any 
suck person. 

'Provided that cheques or drafts payable to the bearer on 
dmand or- otherwise drawn on bankers shroffs or 
agents by their customers or constituents in respect of 
deposits of money in the hands of these bankers shroffs or 
agents and held by them at the credit and disposal of 
persons demanding such cheques pr drafts. 

52 Any person contravening the provisions of the next 
preceding section, shall, on conviction by a presidency 
magistrate or a magistrate of the first class, be punishable 
by a fine 'equal to *he amount of the bill hundi or engage- 
inent in respect whereof the offence is committed. 

These seejioiis establish the ihonopoly of the Note 
issue in the hand of the Imperial Bank of India and remove 
it once for all from the hands of the Government, the 
want of experience on whose part has brought upon us the 
curreny troubles of the last years. We think the Bapk 
would be better able to cope with the task, being in daily 
touch with the business world, of whicb the money material 
must be a took not a master, an aid not a hindrance, a 
spur, not a drag. The .Government ofiBcers, the best 
of them, do not.sknow' AVhen.to aj^ply Avhat, and how. 
28 ' ■ • " 
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S. 50 52 The Bank in sheer self-defence and as though hy a sort of 
insthiet must succeed where the official fails by intuitive 
iugnorance, by intelligent incompetence. India would . 
never have a reasonable currency system if it is to be 
entrustedj'however well framed, -to red-tape maniacs anu 
departmental routine. 

But while entrusting tliis vital factor for the indus- 
trial and commercial life of the country to the care of an 
institution presumably competent to handle it, Ave cannot 
ignore the possibility of a great temptation to a private 
corporaion to make personal profit from public emergency. 
■\Vc have in this country no such couturies of traditions_as 
induce the privately OAvned Bank of England to act 
uniformly for the public Aveal alone. We have not yet / 
developed that fiei’ce patriotic instinct Avhich characterised^ 
the German in his fight against time to Avrench the com- 
mercial lead of the Avorld from England. And we have 
not the busine.ss instinct Avhich makes the decentralised 
banking sy.stem of the United rStates respond so Avondcr- 
fully to the call of the centralising spirit of the Pedei'al 
Reserve Act. We must, therefore, adopt neasurea 
not to make tlie Bank impervious or indifferent to national 
interests in search of profit for its proprietors* The coiv 
Btitution of the Bank must provide against this. In .the 
present connection, however, we must poin out that the 
lUoUopoly of note-issue -A'csted in tlie Bank must he made 
subject to the guarantee that the privilege shall nn])ly an! 
obligationj that the Bank must ansAver for the readj'^ and), 
immediate conyertbility of its notes at the same time 
.. that it must provide what the country noAV most sadly 
lacks; a cheap, simple, popular, elastic currency. The 
following sections provide foi* these. 

/ 
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It jnuBt be added that while affordiag the country the S, 63 
form of currencj' which is most likely under existing con- 
ditions to be at at once popularly , as well as scientifically 
acceptable, we have not lost ' sight of banking develop- 
ments possible in other directions. We have provided 
for the legality of cheques and drafts on demand payable 
to be bearer or otherwise to be legal even though no cor 
poratfon except the Bank authorised by this Act, is allowed 
to make or issue such notes &c. In another cojineetion 
w’e shall provide for other forms of banking activity which 
go to consummate the same ideal, of improvements in cor- 
rency to make it cheaper, more acceptable, more elastic. 

The form of the note prescribed in section 53 of this 
Act, is in aecoi’danee with the one now prevalilng, except 
that the note, instead of being an obligation of the Govern- 
ment of India, is now proposed to be that of the Imperial 
Bank of India. 

53 The currency noxes shall be issued as under, namely, 
in the denomination of five rupees- ten rupees, twtnty 
rupees thirty rupees or two pounds, seventy-five rupees or 
fivt pounds, ten pounds, twenty pounds, fifty pounds, one 
hundred pounds and five hundred pounds in such numbers 
and at such ^imes as may be determined by the Bank , 
aforesaid under a minute of its board of director^to that 
effect. 

We have prescribed new denominations for our cur- 
rency notes in accordance with the change in the Standard 
proposed in this Act. The notes of smaller denomination, 
i.e. those below one pound in value, have been expressed 
in terms of rupees both because it' is more -convenient to 
the people to retain the old measure with which they have 
been familiarised by long usage as also because of want 
of any other expression for the smaller notes. We 
pannot import shilling and pence into our system, unless 



222 


S. 53 54 of the notes •when presented to the issuing a'htho.vity. Here 
we mnst ohseive. that the expee^non of the lower notes in 
terms of the rnpees is not meant to avoid the fhndamental 
principle of a gold standard and a go!^d cnrrency, but 
ony a sort of a more eonveniet expressio’n, in the absenc^. 
of an equivalent coin in gold familiar to the people. The 
higher notes have been expressed in gold so as to leave no 
margin for doubt as to the character of th(i obligation. We 
have restricted the highest denimination M tJie note to f 
500 as we think the inneh higher notes. are mot quite so po- 
imlar, and the object of economising specie might quite as. 
well he sei'ved by other and’more sure mci'ins. The two 
main alterations in the prevailing system ceffeeted by this 
Act are: the change from silver to gold in ^the expression 
of the denomination of the notes, and the \jdiscontinuance 
of the notes of the smallest deiromination mow current J^l. 
well as those of the highest. . • V - ■ \. 

54 The currency notes shall be payable, wnl[en presented 
to the Imperial Bank for that purpose in grold coins, of 
the Indian empire, provided that notes of shaUl denomina- 
tions, namely, five rupees and. ten rupee nor,es, may be 
paid in the lawful silver money of the s lid empire 
and within the limits of legal tender as prescribed by 
this Act. 


This section consummates -wiiat the first part had 
commenced. A definite gold currency is im]mssibie to 
establish if the notes in circulation, the lawful substitute 
for ordinaiy money, -do not represent' the real standard 
cnri-eney of the country, and are not redeemable .as by- 
law in the Standard of enrreuey. Wc feel it as our 
deliberate conviction that the reason why the note issue in 

Tiulia did' not make any great progress before the war 
was not so much the difficulties attendant, upon limited 
opportunities for eonyension owing to the system of circles 
of issue, nor because of too high a denomination in the 
note of the lowest value, as the fact that after the closure 



use of silver, of the rupee. The people can understand, s, ’53 
or feel, tJie need for economising gold, prohabl)’^ because 
their average transactions do not realh' need gold ; ])ut they 
•will not accept the paper substitute for the rupee without 

all the suspeeions of a people accustomed to being swindl- 
ed being aroused. The fact that in years of the hardest 
currency stringency, Avhen government were coining rupees 
by tens of erorc.s, thej’’ could keep in circulation onlj'^ a 
little over a crore of this paper substitute for the coin; 
the fact that these smaller notes were quoted at a discount 
soon after their issue i-anging upto as much as twenty per 
cent, is alone sufficient to disdiusion any one about the 
improprietj’’ of experimenting with more zeal ‘than dis- 

r* 

cretion with a people under such conditions as now obtain 
in India. A five-rupee note gets into circulation because 
in cariying about 'it offers distinct advantages over five 
nipee coins which even the poorest intelligence can grasp. 

But the one-rupee note can claim no such advantage as 
the paper .substitute would be in all probability larger in 

size and more cumbrous to carry about. The poor man 
thiulis of the note as only a mendium of exchange, but 
the rupee is to him both a medium of exchange aitd a store 
of value. The rupees, if accumulated during a boom in 
exports, can be converted into anklets for his wife; but 
tlie notes cannot be used for anytliing else except being 
got rid of the sooiiest possible, or being used to light his 
hooka, if he can afford the luxury. \Yc must, thefore, 
droj) this war-time expedient as having been unsuitable, 
not because we would not econnajise gold as well as silver. ^ 
but because Ave do not think tins is the best means to 
attain the goal in view. Be+lcr banking, there is tlie 
remedy. 

In another section \vc shall provide for the redemption 
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S hi 58 truest interests of the people are apt to be frustrated for 
want of sympathy that springs from knowledge inspiring 
eonfidenee. We, tliei-efore, think the sooner wc strike at its 
root cause the better. The currency -notes must be made ^ 
gold obligations beyond the possibility of doubt, or eveiT' 
equivocation. We have accordingly expressed the notes.,' 
convenient, in the new form of our currency system, and 
by this section, made them redeemable as of right in the 
oidy i'or’u of redemption — gold. Only, in the ease of those 

notes which, by the smallness of their denominations, {i<i 
not admit of a gold redemption, have we allowed a silver 

convertibility ; but cveir there the legal tender limit has been 
st vie tly en forced. 

/ , 

55 The Imperial Bank of India shall provide through its 

ciu’veucy notes of the dononunational v.-daes prescribed by tjiisc 
act and shall supply the Branch Offices ar.fi Agents subordinate 
to the branch offices with such notes as they need for the pur- 
poses of this Act. ' 

56 Every such Note shall -bear upon it the name of the 
town or the branch of the' Imperial Bank through wliich 
it is issued. 

57 Every such note shall be worded so as be a clear 
obligation of the said Imperial Bank of India and shall be 
signed by the General Manager of the Imperial Bank of India 
or any other officer of the said Bank specially authorised under 
the constitution of the said Bank to sign on behalf of the said 
Bank such obligations of said Bank. Such signature may" 
be impressed on the notes by inachineiy and when so impressed, 
sliall he deemed to be valid signature. 

58 The General Manager at the Head Office and the 
branen Managers at the Branch Offices and the Agents in 
other place specially authorised in that behalf -shall. is.sue 
in the name of and on behalf of the imperial Bank of India 
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of the Indian mints to the free coinage of silver, and with S. 54 
the continued decline in the gold value of silver side hj 
side with the forced aiiproc-ation in the gold value of the 
rupee, the curreiicj’^ notes, being pa /able as of light only 
in the silver coin the bullion eonteiii'i of wliicli liaci so 
considerably depreciated in value, were not as acceptable 
substitutes for metallic money as thej' might hape been had 
tliej’ represented some more honest form of money. This, the 
illiterate and the suspicious felt to be nothing but a double- 
faced treaclicrj*'; since, being themselves worthless except 
in respect of what thej- repre.senled, the attempt to keep 
them pa 3 ’’able as before in gold, in spite of a change of 
standard for all other purposes, made tJie notes more than 
ever distrusted. Government were not bound to give what 
appeared to be the more valuable currency in exchange 
either for their, currency notes or even for rupees, so that 
even the double Operation of converting notes into rupees 
and subsequently converting nipees into gmd was not 
accessible to obtain Avhat the.v thought to be the better 
currencj'. There can be no doubt, as the events during 
war-time sliowed, that tiiere was great field for the legiti- 
mate extension of the paper money in this country. And 
j'Ct for fifty 3 'cars tliis excellent substitute for the cum- 
brous, primitive mode of settling exchange transactions 
did not make any considerable headway in the opinion of 
the people. Forced circulation must not, indeed, be 
thought of; but Avithout force, Avithout ijidireet uiduce- 
ments amount ing to force, tliej" might .still liaA'e become 
more popular if those who had the management of the 
note-issue had understood the needs and the thoughts of 
' the Indian people. It is the inevitable misfortune of our 
system of GoA’^ernment that the people are so little imder- 
stood by their rulers. It is the unavoidable penalty of 
the rulers to find Uieir best measiires, conceived in the 
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a 62 6f5 jieserve against the paper .currency. 

62 The whole amount of the currency notes at any time 
in circulation shall not exceed the total amount represented 
gold coin and bullion and the lawful silver coin of India 
and the sum expended in the purchase of securities which are 
held by the Imperial Bank of India at its Head Office ana 
the various branch offices in India as well as the agents of the 
bank for the purpose of meeting the currency notes as a reserve 
to provide for the satisfaction and discharge of the said jiotes. 
The said notes shall be deemed to have been issued on the 
credit of the Imperial Bank of India as well as on the security 
of the said and bullion and silver coin .and securities ^ 

635 For the purposes of the next foregoing section ciir- 
rency notes which h^ve not been pressented for payment 
within forty years of the date of their issue -shall be deemed 
not to be in circulation; provided that all notes declared und^ 
this section to be not in circulation shall neverthless be deemed*' 
India and shall if subsequently presented for payment be paid ■ 
from the reserve , of the said. Bank and be charged to tlie 
revenues of the said Bank. 

Tlio.se provi.sion.s require the Banh to keep a mixed 
reserve of coin and securities as the total available resources 
of the Bank against these obligations. The proportion of 
coin and securities in the Reserve will be defined by the’ 
following section. The- permission to keep silver coin 
> of the empire in the 'reserve is gi’anted with a view to 
provide the means of ■ exchange for .small note.s. The 
exclusion of the notes which have not been pre,sented foi; 
circulation for more than forty years is not meant ^ 
reduce the liability of the Bank but only for purposes o^ 
convenience in aecount-keepiug. ’ The notes thus “snpe-‘ 
rannnated ’ nevertheless rewaiu an obligation of the. 
Bank and must be jiaid from the , Reserve on demand. 
But instead of allowing’ the Reserve to be thus depleted’ 
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currency notes of the denominational values prescribed hy this g. 58 60 
Act in exchange for the amounts thereof in gold coins is 
sued under this Act or bullion at the rate prescribed by this 
Act in that behalf, or in rupees to the extent of not more than 
j^o;ne hundred rupees at one time. 

59 All officers of the Imperial Bank of India entrusted 
v/ith special functions under the provisions of this Act and 
authorised to provide sign issue or exchange the currency notes 
shall be appointed by the directors of the said Bank subject 
to the appi'oval of the Governor Generat-in- Council. ‘ 

60 When a Branch Office of the Imperial Bank or an 
Agency for the purpose of note issue has been closed the 
General Idanager of the said bank shall under the authority of 
a resolution of the Board of Directors 'specially passed for 
the purpose approved by the Government of India direct 

notif»cation in the Gazette of India and such other local 
. papers as may be circulating in the district in question that 
v/ith effect frcm ihe date of the closing cf such branch or 
agencj'- aU ci’rrency notes issued therefrom shall be deemed 
to have basn issued from such other dffice as may be specified 
in such notification. 

These seefions piovidc foi' the maimov and the organi- 
sation f'ov llie issue of the cuvreiiey notes. The changes 
in this section are all of minor importance and are such 
as ccnkl l)e inferred from the general ijrineiplcs already 
formulated. We have abolislied, for example, the circles 
of issue as ostablislied by the present arrangements and 
substituted instead tJie hraiieJi office.s and agencies of the 
Bank. Bui there is this important difference between 
the existing arrangements and those pi'oposed here: that 
while the circles of issue as now existing arc so many 
]iindi'anee.s in (he way of a free circulation of these notes, 

r ^ I 

under the arrangements outlined here the branches and 
agencies will only help to aiM to the popularity of 
29 - 
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S. 54 60 ® notes. All iiotes' tinder this Act are . nniversai 
notes. The system of signing and. the responsibility 
thereunder have been more clearly defined. The issue 
of notes agamst silver coin has been limited to hundred- 
rupees, the legal tender limit prescribed for silver cc* 
by this act. The object of allowing silver at all to be a 
permissible exchange is to allow the notes to displace even 
silver as far as possible. The Bank is not bound tO" 
issue notes in larger quantities except agahist gold coin 
or bullion at the rate prescribed. Silver bullion is, of 
course, not to be accepted in exchange for the notes. 

The vast powers granted bj^ these and other - section's 
to the bank and its directorate and management need to 
be more specifically limited or safeguarded against a 
possible abuse, and so we have provided in the foregoing/ 
sections for the sanction or approval of the Government 
of India in specified cases. There is, however, a need 
for a more dc^nite organisation ‘for the supervision and 
control of tlie officers of the Bank in this jiarticular depart- 
ment of their activities. It is to be hoped the Act laying 
down the constitution and organisation of the Bank will 
make .suitable provision for the purpose. But even in 
this Act, the several provisions relating to- paper currency . 
&e will prove unintelligible unless we outline the func- 
tions Of the Bank and their constitutional Hmitations. 
We shall defer that to the thjrd part of this Act. 

The Bank, it may be noted as an interesting feature j 
of our proposals, is not divided, like the Bank of Englandr^ 
into two distinct Departments, vis. the ■ Issue Depart- 
ments, and the Banking Department, each watertight by 
itself, but is kept a single undivided corporation. There is, 
we thi^, ijpthiug to be gained by such’ a diyisipn. The trans- 


fei’s of the available reserves are, if auything, reniiere<J more S. 61 
difaeult if such a division is enforced^ and that would lead 
to the difficiilties of the money market becoming more 
, acute than ever in a period of crisis. But we must not 
allow the Bank to discourage the irse of notes by empower- 
ing that institution under the plea of- its notes being 

legel tender, to refuse specie iu exchange. The next 

• *♦ 

following section provides for such a contingency. 

61 The notes of the Imperial Bank of India shall not be 
deemed to be legal tender by the said Imperial Bank of India 
at Its 'head ofUce or any of the branch offices, but the Agents 
shall be exempted from the operation of this section unless 

the Agent has agreed to take upon himself on behalf of the 
^nk the liability imposed by this section, 

^ The exemption of the agent in backward conntry dis- 
tricts is. fi measure demanded both by prudence and 
justice. The credit of the Bank must not he endangei’ed 
by the weakness or speculations of the Agent. On the 
other hand, if, for si)ecial consideration, the agent specifi- 
cally undertakes there would he no sense in ,rendfiring the 
note circulation less popular hy such exemptions. The 
Bank, however, must take precautions, at the time of 
obtaining such an agreement from the Agent as is con- 
templated hy this section, as would minimise the danger 
of a .sudden rush for the convereion of the notes, e.g. the 
stipulation that the Agent shall keep always at his dis- 
posal a specified proportion of Reserve in cash against 
the liabilities in notes of the Bahk current in his dis- 
trict. - In this - respect the provision of. the -Federal 
Reserve Act of the United States are worth companson; 
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the Bank is fo.pliavge payments to its current profits. S. 64 
It must also be oliseweci that the entire reserve against 
tlie Paper euiTeneji- jg to be kept in Inclia» as, under the 
u'oi’ds of tin’s seetiojij nothing that is not in any of the 
branches of the Bank in India can be regarded 
tsx’ gmiH iVesiun'o' j, cannod aldovr the poi'wcinns pnliey 
of keeping any portion of the Paper Currency Reserve out- 
side India. 

64 The total amovmt of the notes at any time in circula- 
tion shall not exceed One hundred and fifty crores of rupees 
in yalue equivalent to one hundred million pounds. . . But 
neverthless the amount thus ibicd by this section may be in- 
creased under the authority of a resolution of the Legislative 
Assembly for any time or an order of the GovernorGeneral- 
in-Council for a perioij not exceeding three months. 

TIio limit iii'i’o get to the total circulation is nccossaiy 
to pi’cvcnt undne extension of credit by the Bank. In 
moments of special oinorgcncy, however, the section iier- 
mits an increase of die total issue by a resolution of the 
Legislative As^embly^ or, if that body is not in session, 
by an order in Co^jicii of tlse Governor General. In the 
last mentioneef instance the inerea;'o iii the issue wiff he 
good only for three montlu? at mo.st, as it is clearly an 
extraordinary mea,‘.,nee for an extraordinaiy crisis which 
would not last for more than tiirce months. The Legis- 
lative Assembly, if so minded, can- get an 
amending Act pa%ed permanently adding to the total 
yolnme of the eii-culatimi. But if the circulation is 
^increased tcraporaniy the- Bank, on the .analogy of the 
Reisch Bf'k of Gevmany, ought to be made to pay for the 
privilege, and pevmitted -to A-ary its cliaraeler of the 
' Reserve against its note liabilities so far as to admit under 
tlie beading of seeurities good trade Bills and other 



I’liis is an attempt to connect genuine business tvan- S* 65 66. 
sactioiis with the Note CuiTency, allowing of an increase 
in the total issue in response to a genuine trade demand. 

.If tlie demand i.s only temporary tile Bank will, normally 
speaking, not add to its circulation and liabilities, by 
askhig for an increase in the total permtssible circula- 
tion uidcss it can pay the tax on the excess as required. 

This would, in other words, be equivalent to the etnnmojj 
device of the Bank of" England, to'meet a demand for 
gold by raising its i-alc of dhscounl. The Indian Bank 
. will iiot he for .some time to come at any rate under 
tlio infiiie3K*e of any lradiUon.s of a 'low rale of dis- 
count, nor do wo think it expedient at this stage to limit 
the. discretion of the directorate of the Bank by per 
scribing a maximum rate by law. But the ordinary 
competition for business l)y the hajiks among themsolvi.s 
will not .allow tlic Imperial .Bank recklessly to keep a 
high rate. If -anything its rate Avill be apperciably low. 

-It i.s only when the- Bank has good business coming to 
it and is yet unable to accept it owing to the limitation 
ou its note-issue that it would venture to ask permission 
for an hicreased issue aiid,^ undertake to pay Llie required 
' tax oil the increase. ' 'Ae Biuik maj avoid’ the pay- 
ment of tills excess tax if .it does not send out the increase 
into circulation but bolds the excess itself and gives out 
other forms of money instead. This last contingency, 

V 

however, though possible, will be provided against by the 
requirements of a minimum . metallic reserve to be held 


m - 


5 mevcaiilile securities. Tin's is provicled_ for the next 

section, 

65 In the event of the circulation of the total number , 

of notes of all denominations being temporarily increased in 
the manner provided for in the nest proceeding section the 
bank shall pay a tax of five per cent, per annum on the average 
excess of circulation during the period that the operation of 
this Act was in abeyance as regards the total amount of notes 
allowed by this Act to be at any time in circulation- • ' 

66 The Imperial Bank of India may during the period of 
temporary increase in the circulation of their notes hold the 
required reserve under this Act partly in' Gold bullion and 
coin and silver coin pai’tly in securities different from those 
prescribed by this Act. Such other securities to be Bankers’" 
acceptances or Good Trade Bills drawn against^-tuaf com- 
mercial transactions and secured by the goods or value forming 
the subject matter of such' transactions and having at least 
two well known signatures by way of endorsement one of 
which shall be that ox a Bank and having not more than sixty 
days to run. The Imperial Bank of India shalll not be permit- 
ted to regard as good biVs or securities under this section any 
advances made by itself on personal security or its customer 
or on the security of immovable property , virhether Urban of 
Agricultural or the slock in trade or any other similar security. 
But neveilhless it may consider as good securities within the 
meaning of this section any advances by a banker or shroff' 
who is himself a client of the 'imperial Bank of India and 
rediscounted with the Bank ^ aforesaid •■not-withstand- 
ing the fact thte &xxch banker or shroff has himself advanced to 
Irfs client on any of the securities considered insufficient or 
inchgibb for acivances hy the Imperial Bank of India under 
the provisions of tliis section and for the purpose of securing a 
temporary inoi'ease in the note issue. 



S, 67 


by the Bank in accordance with the siihsequenf- section 
The later portion is based oi’ the model of the similar 
i^rovision in the Federal Reserve Act * 1. 

67 The Reserve prescribed by this Act and held by th^ 
Imperial Bank of India for the security of the total note ciV- 
culation shall consist in the manner provided below, namely, 
not less than seventy-five crores of rupees, or half the total 
amount of the authorised circulation, shall be in gold coin 
or bullion and the lawful silver money of the country, and 
the other half or 3event3''-five crores shall be in securities as 
prescribed in the follov/ing sections, provided that the amount 
of silver money held in the Reserve under the^ authority of 
this Act shall not exceed forty ’^er cent, of the total' reserve 
held in specie or such other amount as may be equal to the 

■ " 1 ss. 13 to 16 of the Federal Eeserve Act as amended arc 

to the point. Thus s. 16 says (Para 2') “The collateral security* 
thus offered shall be 'notes, drafts, 'bills of exchange endorsed by 
member Paul: of any Federal llcservo Dstrict, and i)urchased under the 
provisions of s. 11 of this Aet, or banker’s 'acceptances purchased 
under the pro^isions of the said s. 11 or gold or gold certificates; 
but ill no event shall such collateral security, ivhethcr gold, gold 
certificates or eligible paper be less than the amount of the Federal 
Eeserve Notes applied for.” And, again, the, same section continues 
‘ ‘ Every Federal Eeserve Bank shall maintain ■ Euservos iii- gold or 
lautui money of not less than thirty-five p.er cciit^ against its Federal 
Eeserve Notes actually in circulation,’’ The commercial paper here 
dec'larcd eligible as collateral against notes is thus defined by s. 13. . 
“Any member Bank may accept drafts or bills' of exchange drawn 
upon it Inning no more than six months’ right to run, exclusive of 
days of grace, whicli grow out of tiansaetioiis involving the importa 
• tion or exportation of goods; or which grow out of transactions invol- 
ving the domestic sliiximcnt of goods, provided shipping documents 
conveying or securing title arc attached at the' time of aectptaucc; 
or which arc ^eeul■ed at the time of. acceptance, by warehouse reeeiijls 
or other such document conveying or securing title covering readily 
marketable staple.’’ It may Jje interesting to -note that this 

great piece of banking reform exethdes loans on personal credit and 
loans for a longer time than 6 months from the class of eligible paper. 
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total value of notes of denominations belov/ two sovereigns as S. ds ' 
may at any time be in circulation v/hicbever of the two is' the 
smaller amount. 

^ If at any time the actual amount of notes in circulation 
is- below the authorised amount the reserve to be held in specie 
as provided by section 68 para one must be calculated .‘n che 
proportion prescribed by the said para of this section and not 
fixed at seventy-five crores of rupees. 

68 The secuiities to be held in tiie Seserve against tiie 
total amcimt of notes in circulation under the provisions of 
the next preceding section shall be the sesni’itie.s of the Cvovern- 
ment of India payable in the Indian currency in India 

to the extent of not less than fifty per cent, of the 
total reseve - held in the form of securities provided 

that the loans issued by Local Governments, Munlci* 
palities, Port Trusts and other public Oorporations 
working under the authority of the Government of India 
shall be regarded as and inchtded in the securities dsseribed 
as the securities of the Governmonb of India.. . The remaining 
socuiities may consist of rntersst bearing bills bonds drafts 
issued, by the P.aily/ay Companies Tramv/ay Ooinpan-es and 
other semi public corporsitions not oo-nnectsd with die 
Government of India and Bills of nlxch-ange drafts iTundiss 
and ether good commercial paper having not more 

than six months to run and arising out of genuine 

commercial transactions involving the import or export 
of .goods or the domestic slupment of goods v/lth docu- 
ments conveying or securing title attached and bearing 
at least two well known signatures one of \?^liioh 
■ must be that of a recognised Banker Shrofi’ InmsGlf 
a client of The Imperial Ba.nk of India provided that the 
commercial paper declared to be eligible as security against 
the note issue of the Imperial BuiVe of .(xidia shall be taken 
in the hooks of the' Bank at die actaai purchase price and no 


more. 

30 
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and as tlie ' Bank would presumably have to wnke con- 
siderable remittances on account of the Goveimment of 
India by way of meeting the Home Charges it may quite 
possibly be advantageous for the Bank to have such BilJfi 
which it could reaUse in England, The Bank would 
come to do a good deal of Exchange business in this way 
and w’ould probably finance a respectable proportion of 
the foreign trade of India. "With a branch in England 
and the principal foreign countries with which India may 
liavo trade dealings the Bank would be able to obtain 
practical monopoly of the foreign trade finance. We 
.see no i-eason wliy the Imperial Bank of India slionld be 
kept out of the Exchange business, since (a) Exchange 
business ought to lose all its terrors under a stable cur- 
rency .system, (b) since the Government of India would 
lose tlie greatest advantage of having such a Bank if it 
does its unavoidable exchange business ilself instead of 
doing it free of charge through tlie Bank, (c) and since 
tlie Bank doing Government exchange business might as 
well do pi’ivate financing in matters of foreign trade 
particularly as such a combination in one liaiid would 
admit of a greater utilisation of all resources, public as well 
as private, for ,the facilities of trade. It would, however, 
be a mea.sure d‘ the prudence of the managers of this ins- 
titution in so far as they so restrict the foreign holdings 
of the Bank as not to make the Bank unnecessarily susceji 
tible to the world crises. We would suggest that the 
holdings in foreign paper shokl not exceed at any time 
20 per cent, of the inve.sted reserve. 

. This mea.sure brings the Paper Currency into direct 
and immediate contact with the trade needs of the 
country. The Bank may alw be .entrust 1 ■ witli the 



This provision of the Eeserve introduces two great 
changes of a radical kind in the existing organisation. (1) 
Instead of the fiduciary Reserve being a fixed' quantity 


which is judged to represent minimum requirements of the 


u 


vublic in the matter of paper currency, and, ‘ therefore," 
the notes covered by that portion most unlikely to be ever 
presented for conversion into specie, we have fixed it "as 
a proportion of the total circulation, thereby allowing the 
issuing aiithority a direct interest in the increase, of the 
note issue, as the interest derived from these seeuritie-s 
shall, under the provision of the iiext vsection, be regarded 
ordinarily as the normal income of the TJank, This prin- 
ciple as well as the proportion of the fiduciary Reserve is 
in accordance with the Babington — Smith recommenda- 
tions. The action taken bv the Government of 
India in this behalf has already been noted. This is. 
a valuable concession, representing a gift of Rs. 4 eVores 
per annum nearly to the Bank, -and we are not sure if - 

a wise financier would -jiot make the Bank share its 
* » - / 

adventitious gain from the monopoly of the public "credii. 

vested with ^’the government. The securities, however, 

must be the securities of the Government of India or of 

tlic coj'poralions Avorkijig under llie a'nthorily of the 

government of India, or by their very nature regarded 

as bodies Avith a semi-public character.®" This will 

render it impossible for the Bank to invest any ’ part of 

this Eeserve in foreign sec'urities. (2) But the Bank may 


hold a fair proportion in the best kind of foreign security 
viz. the trade bill of not more than six months 'duration 
and representing a genuine deal in goods. No object 
'"will be gained in preventing the Bank from having, a part 
of its Paper Reserve Funds invested in such foreign 
seeuriticB, as there iti really no danger in such holdings, 
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S. 69 71 pixi cliase of bullion on account of the Government and in 
Ihat case its operations "will control and regulate the entire 
currency system. ' , 

69 The interest and other income accruing from the 
securities held as reserve against the Wote-issue may he conr" 
sidered as the normal income of the Bank’ and he, available 
for the purpose of declaring a dividend, which shall at .no 
time exceed ten per cent, on the total paid up capital of the 
Bank, 


70 The Bank shall he exempt from the paymem of all 
stomp and other duties in respect of the note issue in ex- 
change for a lump sum payment of rupees fifteen lakhs a 
year provided that this expemption will not apply to fchs in- 
ceme i?:i or tax on the profits of the Bank or any other tax 
by v.Tia* 5..cvcr name known v/liich falls upon the recurring 
incu:r.8 of the "^ank hut shall include the tax on immovable"' 
propfity c-!..'.::- or possessed hj the Bank. ^ . 


71 The s.jurities held in reserve against the notes in 
circi.laticn sh-’j^ be hsM at the head ofSce of the Bank 
aforesaid. Tbej'c securiiks mary at any time lie sold in open 
markcb or converted or redeemed or renev/ed by the general 
manager under the authority of a resolution of the board of 

directors specifically passed in that behalf and the proceeds 
of the secuiititos thus sold shall be employed as directed by 
the resolution aforesaid. 


The purpose of these sections docs not need comment 
:i1 ony IcnvUi. The limilaiion of ihc dividend 1o ten 
])er cent, at most is a device to in'cvont the Bunk froni 
d<-\>‘hi|)in<i- tniweh.-ome loiulencies of profit-earning at the 
expense of public benefit. If the Bank gels more business 
.•!> iho VI siili 01 Uicse provivhni.-an'd it is expected that it 
vill, there is no reason ivliy the bene-fit of this incrrasetl 
profit should be enjoyed exelusiyelj' by the proprietors of 
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the Bank. Even thoupth a eon.'ficlei’able pni’tion of the 
capital of the Bank may hare been provided l)y them, a 
not inconsiderable portion of the total capital of the bank 
would be provided b 3 ’^ the Government. The general trad- 
ing public cannot appreciate the advantage gained by a re- 
duction in taxation due to the Government obtaining such 
additional income from its trading and industrial ventures. 
They must get the advantage to which they are fairly 
entitled in the shape of a low rate of discount and ample 
capital facilities, which the various concessions implied 
in these .sections would qiiite ea.silj’^ place at the disposal 
of the Bank. 

The exemption from f?tamp Duties is a matter of 

. administrative eonvcnience which is to a great 
exle))t off-, sot bj- tljc obligation of an animal lump sum 

• pa.vment. The I'etention of iiropertj* and income taxes 
is to be justified on gron.uls of public policy- A corpora- 
tion of .such extra-ordinaiy privileges cannot but be made 
to share the lax-lmrdens of the general public at the same 
rate ns the_ordinary private trader or banker. Still 
these provisions would mean substantial concessions to 
tbe Bank. It must be added that the tax on excess issue 
bej'ond the authorised amount is in addition to the ox’di- 
naiy ineonio tax. Finalh’’ the holding of the securities 
in India at the liead office must be construed to apply only 
to the securities which by their nature are capable of 
such holding^ and not to .such otbqr securities as the trade 
bills wbieb must netessarilj' be held in the branches 
wlielb'er in India or outside India. 

72 An account showing the amount of interest or profit 
accruing on the securities held as part of the preserve under 
this act and the expenses and charges incidental therto shall 
he published annvially by the general manager of the Ba,nk 
ajid he placed before the Legislative Assembly of the Indian 
empire. 
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S. 73 73 A depreciation fund of five per cent, of-, the total 

reserve held in the shape of securities shall he formed out of 
the total income from these securities and shall he set apart 
for the purpose of making good any loss to the reserve sus- 
tained hy the depreciation of any security. No credit sl^alSl,^ 
he allowed to he taken hy the Bank for any appreciation of 
Scurity. 

The pi’ovhion to avoid loss hy a suaden depreciation- 
of the securities in the Eeseiwe "will ordinarily -apply to 
the Government securities yielding a fixed interest, but 
may quite possibly be of practical importance in the 
case of commercial securities in the event of a crisis and 
wide spread failures. The provision of a fixed rate 'of 
depreciation may not seem quite advisable, and it may 
perhaps be better to leave the actual percentage to, 
be thus set aside to the discretion of the Directorate of''tl]:(^ 
B{ink. Credit iieed not be allowed for appreciation, 
whicli, however, if of a pernuincnt kind, may strengthen" 
the position of the Bank indirectly. Besides, the pro- 
vision regarding: the right to dispose of the securities at 
a favourable moment will enable the Bank to reap the. 
advantage from a. reasonably sound appreciation of any 
pei-nianent security. It is much more likely, however, 
that in the event of a x)ei’mauent appreciation of its credit 
Government may seek 1o convert their obligations of a 
higher rate of interest into those carrying a lower one, 
so that there would be no real advantage to the Baiik. 
In any case, it is to be most sincerely hoiked that tlfn 
management of the Bank, in the exercise of the wid^ 
powers entrusted to them for the benefit of the publif; 
shall not allo-w themselves to be re.mpted and b=; led into 
speculation in these securities -vvliieh Avould be of the 
utmost tlangeh* to the commonweal.. Perhaps it would 
not be unreasonable for the Government of India to 




s. '74 76 74 An Abstract of the accounts of the Paper Currency, 

operations of the Imperial Bank shall be made and published • 
in the Gazette of India four times a month showing:— 

(1) The total amount of the Ourren'cy notes 
circulation. 

(2) The amount of coin and bullion reserve distin* 
guishing gold from silver and coin from bullion 
in the case of gold and shovnng separately any 
amount not actually in the hands of the Bank, 
but in transit and considered as part of the 
reserve. 

(3) The nominal value of the price paid for and the 
market price of the securities held as part of the 
reserve showing separately securities of com- 
mercial land and distingitshing between ' secus^ 
ties of this latter description held in India and 
these held outside India as also those held by the 
head office and these in the possesion of the 
branch offices. 


75 Notes of the Imperial Bank of India tn the hands of 
the head offices or any of the branch offices of t :.e said Bank 
shall net be considered 'as lawful . monej'' for the purpose of 


reserve required to be held agriiiat the "notes in ciicrdaLion 


under the Prordsiens of this Act. 


76-, Svery Branch Office amd every Agent, with the excep- 
tion of the clilef branch office in a Province or in a foreig'n 
country shall immediately return to the head office of the-v 


Bank aforesaid ail notes issued by the said branch agains^ 
eligible commercial paper and returned to the branch on th^ 
maturitfcy of the discounted paper and its payment by the 
party concerned in lawful money. The head office nhali cither 


destroy the notes so returned and against wiiich there is no 


reserve or the icortion of the reserve .covering these notes 
has authomatically ceased to exist or rei.s.sue them against 



stipulate with' the Bank that no portion of its securities 8.^3' 
held by the Bank as 'Reserve against the note shall be 
sold except with the consent of the Government, or that at 
no tiine the Bank wiU hold less than 'a fixed proportion 
-or amount of the Reserve in the seeuidties of the Govem- 
.uient of India. This Piuid for depreciation of securities 
miist, it maj'^ be added, be held apart *from the m-dinary 
j-e.servc of the Bank and be treated s''parately. The 
Section is silent as to the fonn in which it should be held, 
but it maj’’ be said that it would be against the nature and 
object of the provision if this special fund is also held in 
the form of securities liable to depreciation common in this 
country and so well knoivn to our bankers. This portion 
of the Act is based on the similar provisions of the Fede- 
ral Reserve Act, though of course owing to a radical 
- difference in oi'ganisation the language cainiot be identi- 
cal. The obligation on the note being an obligation of 
the bank and not of the government, as is the ease in the 
Federal RescrveNotes of the U.S.A., we cannot of course 
iirelude all the provi.sion.s foy the withdrawal of the collate- 
ral. for the notes in exchange for the notes, cr rhe crea- 
tion of a special redemption fund, or the jjelialties on the 
member banks for cashing other banks’ notes &c. But we 
think some such proA'isio]] for ensuring contraction of the 
}iotes in times of ea.sy money ought to be made under the 
Avell-known conditions of aite.riiating, seasonal fiuations in 
the demand for currency- There AA'ould involved Indeed 
an increased expenditure to the Bank if the notes 
are to . be destroyed AAdieu returned or not Avanted 
' but perhaps' that expense AA’Ould • not have been _ 
incurred in Amin if this arrangement helps, as Ave 
believe it Avill, to stabilise prices in the country. Besides, 
as the plates fpr the potes AviU be kept ready engraved 
there would be no appreciable delay in the supply of new 
notes Avhen Avanted by the public. 
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acceptable money or security. A margin of five per cenl.^S 71^;78 
of the total notes issued to a branch and circulated through 
that branch may be allowed to be held by that branch as till 
money for the branch. 

. .77 No branch, ofiice shall keep or exchange for the 
current coin of the Indian Empire any notes of the Imperial 
Bank of India which have not been issued to that branch in 
the first instance and put into circulation thi'ough its instru- 
mentality. Failure to comply with this provision shall ren- 
der the branch manager liable to a .niie not exceeding five 
hundred rupees for the first offence and one thousand rupees 
- for each later offence’ of this description. 

/ 

These sectiou.s are an attempt to bring about an 
automatic eoutraetion of the note issue as and when the. 

“need for abundant currency falls. It is made the inte- 
rc.st of the agents ami branch managers not to keep notes 
of a foreign circle in tlieir hands longer than they can 
lielp. And as the notes are not allowed to be regarded as 
portion of the reserve, there is' no reason why the Bank 
should continue to keep them iu circulation when no longer 
wanted. In normal times this provision would be not 
very important iu practice, but may be quite useful in 
periods o.il .trade activity and depression. 

78 Any one who -possess without-lawful excuse the plate 
or dies from which the -notes of the Imperial Bank -of India 
■are printed or is found to he in possession of, the stamp 
’of the signature to be impressed on each of the notes 
tissued by the Imperial Bank of India without lawful 
excuse or in any way is prosecuted before a presidency magis- 
trate or aAVlagistrate of the first class for the offence of 
-forging counterfeiting or uttering a forged or counterfeited 
note knowing it to be so forged or counterfeited or aids or 
-abets any one in conterefiting or uttering ,a forged or 
- 31 
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g 78 compulsory increase in branches the classes which are now' 

shut out of bauMng facilities shall avail themselves of 
such facilities, and the rediscount business would add alto- 
gether to the strength of the banking world in general. • 

We need scarcely consider all the clamour of interested 
parties like the present exchange Banks who apprehend a 
serious loss of business on the institution of such a eqr-' 
poration. The Indian Government have given no guaran- 
tees of permanently conducting their own bank- 
ing business themselves * and thus leaving the. 
entire finance of the foreign trade of India 
to these Banks. There is, therefore, no reason to grant 
special concessions to these private corporations, who are 
mostly foreign bodies, and whose interests do not necessari- 
ly coincide with Indian interests. ‘ As a matter, of fact 
there is every reason to hope that these baiiks would be the 
gainers ])y tlie introduction of a system of re-discount by 
the ImpevUtl Ba.uk which would thus have its husiuess 
only through the mediation of the existing Banks. 

We are not, however, able to support entirely tlic crea- 
tion of an Imperial Bank by the amalgamation of the exist- 
ing Presidency Banks. The Pi’csidenej'' Banks are 
amalgamated Avilhont any invitatioji to the oirlside Indian 
capital, Avitliont any adequate guard as to the purely Indian 
interests as opposed to foreign interests, Avitlumt' aiiy proper 
provision for the supervision and examination by the Gov- 
ernment; .‘nul thereby valuable privileges hat^e' been 
practically IliroAvn away by the Government of India, Avitli- 
out the coAiutry rciilly deriving any of the advantages which 
alone can excuse or justify the creation of such a corpora- 
tion of private individuals. For our otvn- x*art Ave Avoitld 
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S! counterfeited note' shall on conviction be liable to a fine of 
not exceeding five thousand rupees for the first offence or 
imprisonment for not more than a term of two years with 
hard labour or both at the discretion of the magistrate 
trying the case. Any one found guilty of any of the offences 
detailed above more than once shall on 'conviction be liable 
to a sentence of transportation for life. 

These provisions are the ordinary safeguards against 
the criminal tendencies of mankind. In India after 
nearly sixty years of experimenting with a note-issue there 
has been found very little reason to make the law 
against forgers &e. a savage one awarding draconic, 
punishment. Besides the fear of punishment ■ hardly 
deters the criminal. He thinks never to be caught.' .The 
best way to provide against this danger would be not ao^ 
much by making the law- rigorous, though of course tliat 
cannot be lost sight of; but by takmg the'' greatest posible 
precautions for the safe-keeping of the instruments for tho 
printing and executing of the.se notes. The paper, the design 
the numbering, the signature shall all be so ari-anged as 
to leave the_ least possible T'oom for such offences or tempt- 
ation. Possiblj' the A'ery printing of these notes may 
have to be done in the presence of and on the j»remises 
of the Imperial Bank authorities in stead of at the 
Government Press. - We Avould insist on the notes being ■ 
made and executed in India in.stcad, as is the present 
practice, of being sent out- from England. 



PART III. 


S.78 

THE IMPERIAL BANK OP INDIA RELATION TO 
the note issue and currency 
ORGANISATION OP INDIA. 

Preliminary. 

•Tlie necessity for some sort of Central Bank for India 
has long been felt bv tlie Government of India and repre- 
' sentations have been addressed by them from time to time 
to the Secretary of State for the purpose. Apart from 
the advantages of an elastic currency system managed for 
the benefit of tlie trading classes by a body best calculated 
to understand trade needs, Government would for their 
dAvn sake find substantial advantages by the creation of 
. a Central Bank. They have large remittance transactions ; 
they are frequent borrowers ; they have considerable balances 
which cause serious injury to trade when the money making 
up these balances is withdrawn from the market; they have 
to manage the Paper Cuurreiicy and all the Reserves which 
arise out of the currency arrangements now in force. With 
a central state Bank Government would dh’^est themselves 
of all these miscellaneous financial functions for which 
their officers' have neither the training nor the experience 
enough to be successful. To the business world of India 
such a bank would procure the temporary use of govern-, 
ment balances and reserves, the reduction in the present 
very wide range of fluctuations in the discount rate,, the 
avoidance of periodical exchange complications. With a 

*■ See for a fuller treatment of this subject Prof. J. M. Keynes’ 
to the Eeport of.,the Chamberlain Commission on the subject of 
a central statif bank for India, 


for some good inducement to competent men to ace'epi 
service under tlie Bank even tliougli it may not be quite so 
•well paid as in similar private institutions. The capital 
to be provided by the State is only one out of several pos- 
sible alternatives, but •we thinl? the principle must be 
cepted that some portion of the bank’s capital must be - 
provided from the public purse. The activities of the Bank, 
other than commercial financing, are not specifiealh’' provid-. 
ed for in these sections) as the whole of this Act is drafted 
primai'ily witli an eye to Currency Eeform. This does not 
mean that we ai-e indifferent to the work of such an iiistitu- 
tion as an agricultural Bank or an International Bank. These 
matters are discussed inj:he part dealing -until Banks and 
Banking. 

80 The funciioiis oi the BanK aloresaifl snail include, 
subject to the provisions of the Bank Charter Act, the 
follov/ing namely, 

(1) To discount inoian rupee irode/oius m^'.xur-oT* 
witMn the .msiximum period of six months sub- 
ject to a minimum rate fixed -from time to time 
by -the board of directors of the Bank. 

(2) To rediscount gold trade bills bearing the endor- 
sement of another Bank or shroff or one of the 
clients of the Imperial Bank itself subject to a 
minimum rate fixed for the purpose by the direc- 
tors of the Bank from week to week. 

(3) To make interest bearing loans subject to the 
condition of a munimum rate of interest pre- 
scribed from time to time by the directors 
aforesaid on such security as may be permitted 
by the Bank Act. 

(4) To buy and sell, gold bullion in India or outside- 
India subject to the proidsions of. tliis 'Act and 
of the Bank Chapter -Act. 

(5) To accept deposits on interest suDject to a mini- 
mum day to-day balance being maintained by the 
depositor and allow interest for the same at a 
rate prescribed by the directors aforesaid and to 
accept deposits without interest upto any amount 
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RUgS'est that an Iinnerial Bank, being dh’eetly 

a state Bank, should be invested all the 

banking business done on behalf of the State, 

and entrusted Tvitb the management of the balances, re- 
serves and the paimr enrreney on belialf of the State The 

State would then derive substantial profit and yet afford 
all the security, all the facility that is mow lacking in the 
banking organisation of this country. But perhaps under 
the existing circumstances of India, when the Government 
is neither popnlai' in constitution nor certain of public 
sympathy and confidence, it would be not unwise to have 
a via media of a private corporation, in which the state 
should'be substantially intei'esled'as a capitalist, with the 
consequent rights of examination, supervision, and control 
and direction as much in the interests of the state qua part 
proiwietor as in the "interest of the general public giicr, 
guardian of iniblic interest. In the section of this work 
dealing with Banks and Baiiking, the constitution of the 
Imperial Bank of India created in 1920 is more fully dis- 
cussed and suggestions made for adding' to its activities- 

In the following sections relating to the organisation of 
the Imperial Bank and the conduct of the note-issue 
and tlie managment of public rcmittancesj reserves and 
balances avc shall assume a ennstitution of the kind here 
outlined. 

79 The constitution of the Imperial Bank of India its 
direction and Management shall he provided by an Imperial 
Bank. Charter Act to be specially passed by the Legislative 
Assembly in India in that belialf subject to the following 
General Principles namely. 

(1) The Bank * aforesaid if a private corporation 
whose capital is required to be subscribed to by 
private individuals shall allot fully paid shares 
to the state of not less than one third of the total 
authorised capital of the Bank in exchange for ' 
the bullion and coin reserve now held by the 
Government of India against the notes now is 
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circulation or such other securities of a like 
nominal value as may he prescribed by a resolu- 
tion of the Legislative Assembly specially passed 
in that behalf. 


( 2 ) 


The Government of India .shall be entitled in 
virtue of their proprietorship in the Bankvw?^ 
nominate one third of the directors of. the Bank 
aforesaid either from among the officers of the . 
finance Department of the Government of India 
or the members of the Legislative Assembly and 
.the council of state or, any other non official . 
persons or bodies at the discretion of the Govern- 
ment of India. And these directors appointed by 
the Government of India shall vote in accordance 
with their judgment or the directions of the 
Government of India specially issued to them on 
a particular question criming before the Bank^ 
Directorate for .discussion and disposal. 


- ^ 


(3) That the Finance member of the Council of the. 
Government of India shaii ho ,e-X‘Gfio‘io president 
of the board of directors as well as of such com- 
mittees of the board as .may be appointed from 
time to time to deal with the question of - the 
increase of note issue, 'purchase of bullion, mana- 
gement of nev/ loans of the Government of India, 
manipulation of the invested -reserve aga;nst the 
Paper Currency, and all such other question 
direct’y affecting - the public at large. In 
such matters the president of the board or the 
committee shall have a casting vote in additio^y 
to the ordinary voLe as a member and shall liav^ 
• the right to postpone the decision by a minute o/r 
dissent pending the orders of the Government of 
India or a resolution of the Legislative Assembly 
on the point involved. In matters not directly 
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affecting the public interest the president of the S, 79 
board shall have only a casting vote in the event 
of members being equally divided. 

(4) All oificers of the Bank aforesaid in any way 
.concerned with- the maintenance or management 
of the note issue and circulation shall be appoint- 
ed by the Directorate of the Bank subject to the 
sanction of the Government of India. OflScers 
thus appointed shall have all the rights obliga- 
tions privileges and duties of public servants in 
general and shall be subject to the Government 
Service Regulations. 

The.'e are all provisions inserted 1o guarantee the 
conduct of the Bank mainly in public interest even though 
• the corporation is largely owned by the private capitalists. 

Tile Cliarter Act should, we- think, make some provision for 
maximum subscription tliat can be made by indivi- 
dual or corporation to the capital of the Bank in order 
_ not to give a preponderant voice to any .single individual 
in the conduct of the Bank. It should also provide against 
the maximum holding of the stock of the bank bj"^ a single 
"^individual firm- or company so as to guard aga;inst the 
Bank becoming a prey to a group of financiers. We have, 
however, provided for a power of veto in the hands of the 
official President of the Bank to meet exceptional emer- 
gencies where the intpre.st of tlie bank may lie one way aud 
that of the public another. ' For a precedent for such 
powers we must refer to the eon-stitution of the lieisch Bank 
of Germany where the Imprial Uhaneellor is made the ex- 
ofiicio president' of tlie Bank Uii;ec,torium, aud is given 
- similar powers. The position aud privileges of public 
Servants accorded to the selected officei^ in the Bank is dne 
to the character of. their functions as much as to the need 
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ill the rates would represent the gain to the .Imperial 
Bank*l, 

86 The Imperial Sank of India shall help to economise, 
the use of Metallic currency in India by introducing all 
devices Calculated to and in the attainment of this end. 


Says Mr. Keynes in his annexe on a State Bank for India to the Report 
of the Chamberlain Commission: — 

“There can be no question that the method outlined above Is the 
most perfect method of effecting remittance from the purely 
financial point of view, and also that it will be more easy of 
favourable explanation to the public for the following reasons. 
At present the train of events is a very complicated one. The 
exchange Banks bny sterling bills in India, which they bring to 
London and re-diseount, in part, in the I.ondon money-market. 
With the iirocecds of rediscounting they bny Council drafts or 
transfers from the Secretary of State which, when encashed in 
India, reiilace the funds which the Banks have paid out in original-^ 
ly buying the sterling bills. The Secretary of State lends the 
proceeds of selling councils, until such time as he has need of 
them for his disbursements, either to the Exchange Banks them- 
selves ,or io the otlier constituents of the Loudon money-market, 
by whom the money is largely used, for rediscounting bills either 
tor the Indian exchange banks or for similar institutions working 
in other countries. If, on the other hand, as is proposed above 
the .State Bank i\orc to rediscount sterling bills for the exchange 
banks in India and hold the bills until the money was actually 
wanted by the Secretary of State, the whole (or nearly the 
wJjolc) of the floating sterling resources would be directly employ- 
ed in the assistance of India’s foreign trade, instead of assisting 
if ill a very slight and indirect ivay tlirongli the general help 
given to the Loudon money market. ’ ’ 

Our proposals sliglitlj' differ from those of Mr. Keynes inasmuch as 
We have not iireeludod the Loudon branch from receiving de 2 )osits in 
London and doing the ordinary banking business in London. Wo can 
nevertheless claim the same advantages for the pioposals given in the 
foregoing seetion: viz. use of all floating sterling resourecs for the benefit 
of fiKlian foreign trade, better sterling intrest on the funds in the pos- 
session of the Loudon hranch and redueed risk. (i.. 75 et seq of the 
Report.) +■ 
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liable to be withdrawn at not less than one week’s S. 80 81 
notice or on demand as may have been specifi- 
cally agreed upon between the Bank manage- 
ment and the depositor. 

(6) To receive valmble goods for safe keeping with 
or without a charge as pi’escribed by the direc- 
tors from time to time. 

TJiese functions are amongst those directly bearing upon 
tiie currency system. do not exclude other functions 

such as .servjug as Government Banker, reccivnig and paying 
monies on account or upon the orders of (soinpetent authority 
from the Government, managing Goverujuent debt and loans 
nB-\vlj^ issued, holding Government balances and reseiwes 
a id discharging all other fiinelious that a state hank may 
ho expected to discharge oit behalf of the Government. 

It will he for the Bank Charter Act defining the constitu- 
tion and'fuuctions for the Bank moi’e minutely to lay down 

these and various other analogous provisioius in full detail. 

0 

In this Act it would be out of place 1o qmbody all such 
provisions; but we may iudicatc such as are indispensable for 

* j * • 

the proper working of the system here outlined. We 
might have -included more specifically in the foregoing- 
ejctiou th.e provision about the management of the Cur- 
r mey, but it follows from' the provisions in second part of 
this Act and need not be repeated. 

81 'Subject to the provisions of the Bank Charter Act 
I the Bank afore.said shall open branches as follows: — 

;i) Wherever the necessity for the issue of currency 
' ,notes req[uires a branch i.e. i^l every town in 
Iiifiia v/ith a population of twenty thousand 
inhabitants or more or in ev'U'y tov/n which is 
fcho head qnartora of district qdnvuistratiou or 
‘Sfi ' 
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81 83 the capital of a province or native state or tk 

junction of two Railway lines or more, 

(2) And have accredited agents appointed under 
the authority of the hoard of directors of. 

Bank in every village which is the head quarters 
of a Sub-divisional office or the place with a 
separate post office and telegraph office of its own 
and is not included in any of the classes men- 
tioned in para one of tliis section. 

82 The branch managers shall be appointed by the direct- 
ors of the Bank subject to the approval of the Government of 
India. 

83 The branches and agents shall forward to the head 
office every day by telegraph after business hours an abstra^» 
account of the balance in hand in coin or bullion the 

of notes held in hand or issued through the branch and suclhi^' 
other information as may relate to the note system of the 
Imperial Bank. 

% 

Uiulcr iliese i)rovi.sious there would be instituted, nearly 
Ih'e hundred branches and agencies, possibly many more, 
and will tlius afford India a pi-opcr banking vsystein. The 
country parts of India are even now practically 
without any bauldng facilities with the result that 
tlie usurious 'moneylender thrives on the ignorance 
or misfortune of tlie agriculturist and the artisan. And 
even in the towns the available banking facilities 
are confined only to the richer and more adva^.0 
classes. No reform of' banking in India Avill be consideii?d 
complete which omits to provide for this crying defect of- 
our financial organisation, and we cannot, therefoi'e, he quite 
content to accept the proposal, in the Presidency 

Bank Amalgamation Act of a hundred branches for 
the Imperial Bank of India, If the Bank is to. do 
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all the Govermneut business and at the same time afford all 9. 84 
the hanking facilities to the public at large there must bo 
a more ambitious programme of branch extension than has 
so far been contemplated ; and if the expenses involved in 
having independent branches in out of the way places 
are not liltelj’' to be met from the business obtainable, — ^the 
ideal of self-sufficienc 3 >- must be held before every branch 
manager, — ^there would be the Agencies which would 
within limits afford the same facilities as a branch 
would. Possibly the Bank Charter Act would make 
' a distinction between the relative status of different 
brandies, e.g. provisional chief branches or first 
and second class branches but we- are not here concerned 
with such distinctions. The^ pinvision for submission of 
an account of daily operations relating to the Curi’eney 
notes is within the province of this Act and ihaj' be neces- 
sary to keep the directors informed of the state of the Bank 
bu.siuess in every part of the empire. The foreign branches 
are necessary for exchange business whicli we trust will 
be done by the Bank in ever growing proportions, and 
the number of such branche.s Avill not be needlessly restricted. 

The duties and funetions of such branches will have to be 
s])ociaUy provided for hj- the Charter Act, and we here 
add some specimen of the provisions, which, in our opinion 
onght to be included in Ghai'ter Act. 

84 There shall be established a branch of tne Imperial 
Bank in London which shall be regarded as being the head 
office of all the branches the Imperial Bank of India may 
.degm fit to open in the various European countries for 
{^Tering exchange facilities to the Indian trader with those 
countries. Such foreign branches shall be free to do the 
business ordinarily transacted by the head, office and bran- 
ches of the Bank in India and subject to the provisions of this 
Act. In particular the London branch shall transact the 
following Business, namely; — 
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(1) SelKng drafts on India either by way of redis- - 
count from other bankers or directly from the 
customers of the London; branch or from the 
public at large at a rate announced from time 
to time by the London branch- as the minimum 
rate for the purpose. 

(2) The rediscount of sterling bills if necessary with 
the Bank of England. 

(3) Receiving deposits from Its customers in England 
at the current rate of interest for such deposits 
in England subject to such conditions of reserve 
as may be prescribed by the board of 
Directors in India and tL? rules made under the 
provisions of the Charter Act or this Act. 

(4) Borrovdng for short periods from^the Bank of 
England or other joint stock banks in Bnglar^ 
and lending money for short term on such secu- 
I'ities as may have been prescribed by the board 
of directors subject to the provisions of this or 
the Charter Act.. 


(5) The floatation of sterling loans on behalf of the 
Grovernment of India in the name of the Secretary 
of State for India in Council. 

(6) The management of the balances of the Govern- 
ment of India in England in addition to such 
other business such as buying and selling of 
gold or silver bullion as may be prescribed for 
the Bank in India and may be specially ordered'^, 
by the Directors to be carried out by the Londo^ 
branch. 

85 The London and all other foreign branches of the 
Bank aforesaid shall be governed under the provisions of 
tliis Act by a Idanager appointed by the DheoLors in India 
aided by a Council of three members selected from- among 
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the most important customers of the foreign branch or its 
oiHcers including the chief accountant of the branch the 
secretary if any and the head cashier. 

For a long time to come the London I)raueli would be the 
most important foreign branch of tlie Banlr-, and it would, 
tliercfore be nceossaiy to lay domi its fmietions and con- 
stitution more minutolj’ than would be necessary in the 
ease of oilier foreign branches, though the New York brancli, 
if one is opened, may in near future prove quite as im- 
portant. The braneh must be adininistoietl under the pro- 
vi.sion.s of tJiis and the Dank Charter Act by the manager, 
who ought to liave some assistance in deciding more ini- 
liortaiit quo.stioiis of policy in an emergency when it would 
not he po.s.sible to obtain insiruelions from the head office 
ill India. 

The price which the Imperial Bank would pay in India 
for sterling bills will Id a large extent he governed by the 
Dank rate in England coupled with the rale of exchange 
bcUveen India and ISngbnui, and not be the same as the 
local rate for Indian bills. The Bank in India by offering 
concessions upon the competitive market rate for such bills 
w'ill he in a ]iositiou to induce the exchange and other banks 
to re-discon lit their sterling paper ivith the Imperial Bank. 
The same may be done w’ith regard to the trade bills on or 
from other coniitrics liy means of branches in those countri- 
es. TJie Imperial Bank will not he the loser since the Bank 
rate in England is often lower than the Indian rate for 
nipee hills ]jarticnlarly in busy seasons, and the difference 
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Europe some sucli means to overborne tlie ages old fondness 
for specie in all daily transactions. To the Bank sneh a 
business "would mean considerable economy in the use of 
the money material and great latitude in the matter of its^ 
reserve- By merely making the necessary entries in the 
books of the branches affected the Bank could do the remit- 
tance business for India almost entirely, the extent of which ' 
we caiinot estimate from any data of the post office remit- 
tances to-day though even that is not ineonsiflerablo. Be- 
sides saving the trouble of counting and testhig coin and 
abiding the danger of handling many small sums of money 
as Avell as the loss from interest during transit, the Bank 
will indirectly secure the great adA'antagc of having, a 
guaranteed minimum of balances being ahvays maintained 
with it free of interest, as the people desiring transfer faci^ 
lities Avill be bound to keep their prescribed balance. 
As in times of crisis people want nothing so much as faci- 

O 

lities of transfer the Bank, thanks to these balances, Avonkl 
l)e able to make loans CA'en from the curj-ent account 
deposits. The Bank may eAmn insist that no money can he 
AvithdraAvu in cash from the Banls by its customer for pur- 
poses of making payments in all those cases Avhere the Bank’s 
Transfer system Avonkl sullicc. Osily for his own immediate 
use, as for example for pocket money during a long journey 
or for small domestic expenditure, Avoukl the customer be 
permitted to withdraw any cash from the Bank. This 
systciii if adopted by the other Banks as regards their^ 
customers and assisted by a Avide-spread system of clearimrs 
would help moi’e than any other deAUce in India to economise' 

: the use of specie. 




d'he great example of a successful transfer system is 
provided by the Bciseh Bunk of Gormaiiy and the bankp 
associated with it-ju thg clearing honse^ the Reiseh 



87 The Imperial Bank of India shall undertake to remit S. 87 89 
money free of charge for its customers between any two 
placas in India whether or not the party to whom the money , 

is remitted is a customer of the Bank at its head office or any 
one of the branches or agencies provided always that the 
Bank shall be at liberty to prescribe any such conditions as 
to a minimum balance of deposits &c. which may be deemed 
fit by the board of directx.fs of the Bank. The said Bank 
shall also undertake to collect subscriptions for newspapers 
premia for Insurance Companies and similar other payments 
due to its regular customers and recurring periodically free 
of charge subject to such conditions about a minimum 
balance &c. as may be imposed by the Directors of the Bank. 

88 The Bank aforesaid shall undertake remittance 
business between distant places in India on account of 
persons other than the regular customers of the Bank at a 
charge which shall be lower by fifty per cent, of the minimum 
charge pow made for similar business by the post office under 
the heading of money orders subject to such conditions as to 
the minimum sum-remitted &c. as may be prescribed by 
the board of Directors in that behalf. 

89 The Imperial Bank may require all its customers to 
domicile the bills receivable by them with the Bank and 
make all bills payable by them tlirough the agency of the 
Bank and impose such conditions as to the minimum 
balance in this behalf as may seem fit to the Directors of the 
Bank.' 


These in’ovisioii.s are an attempt to introduce the faci- 
lities offered to its clients by the Heisch Bank in the shape 
of its “Giro” system of tran-sfers and the so-called “postal 
eiieque-” On the continent of Europe these divices are quite 
well-known and have been pronounced to have proved suc- 
cessful by competent authorities. In this country we shall 
need more urgently than any people on the continent of 



Bank Act this institution was obliged much in the same way 8^ sS 
as the foregoing sections oblige the Indian Imperial Bank 
to facilitate the transfer busuiess of the Germany empire. 

The Eeisch Bank foulid the .condition of paying a tcix for 
increasing its note-issue very onerous and found no good 
compensation in interest bearing deposits foi- the Avithdi-awal 
of Ti’ust Funds &c. As the cash brought in by encourag- 
ing transfer business can be regarded as good cover for the 
notes there was a direct interest given lo the Bank to 
stimulate that department of its activitie-!. TJie depositor 
avails himself of the transfer facilitic.s, sjgns a copy of tlm 
printed icgulations of iJjo Bank relating to tlie Transfer 
business, and then opens a transfer account at a brancli or 
head office of tlic Bank with a “balance” may be 
afterwards increased by further deposils, bj' transfer.^ from 
other current or transfer accounts and by adjustment of 
transactions between the Bank and its customer. Wlion a 
transfer is desired the Bank provides two printed forms 
of different tint, one white which is used for tlie withdrawal 
of tlie sum stated in casii, the other i-cd which will mvolvc 
only a book 'entry and no parting with cash by the B.ink. 

The white transfer form is made payable to the customer 
himself or a named person or bearer. The Red one to a named 
person only and is not transferable in its turn. This is 
used almost exclusively for distant transactions. The Bank 
requires a minimum balance for the transfer account vary- 
ing from 1,000 marks to several thousands according to the 
amount of business. To the depositor the transfer facility 
is allowed free of charge; but to the non-depositor a small 
fee is levied, Avliicli, however, is greater than a similar charge 
made by the Post Gflice, as the Bank does not wish to inter- 
fere with the postal business as regards the transfers of 
small sums. As the lleiseh Bank has branches all over 
33 
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S, 90 91 Germany and as it is in intimate contact of Ger- 
many through tlie central clearing house at Berlfei the 
transfer business secures the greatest possible ecojiomy. in 
the use of the precious metals. 

The foregoijig sections as already observed are based^mi^ 
this model ndlh the necessary change-s owing' to the dif- 
ference in the conditions of the two countries. We have 
reason to believe that the ceonoiny induced by these measui’‘ 
es of the Imperial Bank would be much greater than could ' 
be secured by any extension of the eheciuc system, which 
for at least a generation will not ho suitable for the great 
majority’ of the Indian people Avho are unable to sign their 
OAVU names or understand the nature of a cheque, while , 
these transfer forms ean he readily understood by the most 
illiterate person owing to difference in tint and such otlisivf 
devices, - . 

■ The Directors of the Bank Avill necessarily’ have to 
make rules to provide for the atte,station of marks made' 
by illiterate depositors in lieu of signature, the minimum 
balances, the colour of pai^er used for distant transfers- 
for cash or book transfers. 

90 The Imperial Bank shall pubiish an annual account 
cf its operations giving details of the different kinds of 
banking business allowed under the provisions 'of this Act 
or of the Bank Charter Act together with a review of the 
salient features of the year’s business and shall submit the 
same to the Committee of supervision constituted under thfe"’ 
authority of the next following section. 

91 A Committee to be called the Committee of Super- ^ 
vision over the imperial Bank of India shall be constituted 
by the Government of India and chaii consist of not more 
than seven members three of whom shall be Uie liuance 
member and the member for Industries and connnerce in tne 
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Executive ,Ccuncil of the Governor General and the finan- 
cial Secretary to the Government of India and the remaining 
four chosen by a resolution of the Legislative Assembly from 
■among its members representing Indian Commerce and 
Industry. 

92 This Committee shall consider and report upon the 
working of Imperial Bank of India with special reference to 
the issue of currency notes and all other business incidental 
thereto as well as the use and extent of the transfer system 
the purchase and sale of bullion and securities for the cur- 
rency reserve and the operations in this behalf of the 
foreign branches of the Bank. The Committee of supervi- 
sion shall drav/ the attention of the Bank Authorities as well 
as of the Legislature to any evasion or breach of the law 
and shall furnish explanation on any doubtful point of law 
v/bich shall be authoritative for the Sank and binding upon 
,^e Bank. 

93 The Committee of Supervision shall be entited to ask 
the Bank to open new branches in places specified by the 
Committee, to suspend existing branches, to add to or 
diminish their powers to write off bad debts or realise 
depreciating securities to suspend remove censure or advance 
?.ny ofBcer or ser^'^ant of the Bank, 

After providing for the* consitution of the Bank there 
Avill .still he some? j)ece.s.sity to create another body to see 
thal the working of tlie bank is in accoi’dance with 'the hnv 
' ;ird ilial if any le.ssons are to be derived from the peculiar 
feature of any particular year tbej’’ shall not be ignored. 
The su])ervising body here proposed is not merely a pcsl 
obit imstitution but a committee to control the Bank or 
a(h’i.se it in important particulars. Its memher.ship and 
general powers are a sufficient indication of the fact that 
tile bodj' is expressly established 'to see that' the - bank 
. Avorks in public interest and is not led aAAfa 3 '^ from this 
eoheeption of ils dn1io.s bj' aiiA* temptation.s. 'We IiaA'e 


!• 93 93 
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S. 96 followed in part the model of the Federal Reserve' Board 
for the constitution and powers of this body and .in part 
the constitution and functions of the' “Direlctorium’*. 
and “Kuratorium” of the Reisch Bank. These powers 
may not he quite adequate to aecojnplish the end in viS^ 
Imt in that ease the acknowledged defflcieney will he made 
up hy an amending act passed by the Legislature. 

94 The committee shall appoint a number of exami- 
ners not exceeding pne tenth in number of the total 
branches of the Imperial Bank of India and one addi- 
tional examiner for the branches in each foreign country. 

95 The Examiners shall examine the operations of every 
Branch as well as 'the Head Office and every Agenby.of the 
Imperial Bank and shall have power to make a thorough , 
examination of all the affairs of the Bank, 

In conducting such examination the examiner shall have 
power to examine • any officet or servant or agent of the 
Branch on oath and after the examination the examiner shall 
make a thoi’ough and detailed report to the Supervision Com- 
mittee. 

Such examinations shall take place at least twice a year 
but no date shall be fixed in advance for the examination 
provided however that the Supervision Committee may 
direct at any moment a special examination to be held of any 
Branch or Agency of the Bank aforesaid. 

96 The salaries of such examiners shall be paid from the 

Current Revenues of the Imperial Bank of India but the/ 
Examiners shall be regarded in all respects as the Officers-^ 
the Government of India. ‘ 

V These examiners shall be appointed by the Committee 

of Supervision and shall- not he removable from their office 
except for proved misconduct and upon a resolution of the 
Legislative Assembly specially passed in that behalf. ' 
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The salaries of these examiners shall be fixed by the 
Committee of Supervision subject to the approval of the 
Legislative Assembly. 

.97 The expenses of the examination including the 
'^travelling charges of the examiners and their halting and 
• other allowances shall be charged upon the Bank and shall 
be -governed by the Civil Service Eule in respect of these 
' charges. ► 

The examination provided in this and the foregoing sec- 
tions shall be independent and exclusive of such arrange- 
ments for_the audit of the Bank accounts as may be made by 
' the Bank itself or b,e required under the provisions of the 
Bank Chatter Act. 

y 98- Any Manager Director or other Officers of the Bank 
offering any gratuity gift consideration of any kind to an 
examiner and convicted in-a proper Court of this offence shall 
be punishable by fine not execeeding five thousand rupees and 
shall be liable to dismissal from the service of the Bank and 
declared unfit for any appointment under the Government in 
any other Department. 

TIie.se provi.sioii.s liave al.so- been borrowed from the 
American legi.slation on this subject. A system of iiide- 
- pendent iinexpected rigid examination carried out by 
coinpetenl officer.s, in no way connected with or dependent 
uiion tlie Bank, must be regarded as the be.st guarantee 
of .proper working in practice. The Qpmmittee of Sn- 
pervision will guide the general policy of the institution 
- but cannot enter into details. Tlie members will not be 
all competent to understand and discuss tlie technical 
points involved. They will find their best aid' in the 
examiner’s Eeport which will be made after a thorough 
inspection, by a competent pei'son of. all the books papers 
vouchers and the officers connected with the institution, if 
.necessary on oath. This system has produced excellent 
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vcf?ults in the Fnited States, and there is no' reason to donbt 
t])at similar resnlts -svill be jn-odneed in India as well. 

99 The Charter granted to the Bank under the Charter 
Act and embodying the privileges mentioned in this Act and^ 
others detailed in the .Charter Act shaJl expire ten yeai’s after . 
the date of the coming into effect of the -first charter liut 
shall be capable of renewal by fresh legislation which may 
change any of the provisions relating to the administration, 
supervision and examination of the Bank and its Branches 
as well as the right of the State to be represented on the Board 
of Directors by a prescribed number of official directors as 
well as the share of the State in tlio profits of the Bank er ' 
the tax on excess note issue or the taxes cn the movable or 
immovable property held or owned by the Bank or the stamp 
or any other duty payable by the Bank as a lump sum or any 
other contribution to the public , exchequer, provided that'^ 
the pi’ordsions of this Act relating to the note issue the trans- 
fer and remittance business the purchase and sale cf gold 
bullion in connecticn with the Paper Currency, shall not be 
altered except as provided for in a Constitutional Act.' 

\ 

have already expves.scd cur view that it would 
be de.sii'al)lc In inake such a considerable corporation a.=> 
111'* Inijicrial Hank of India a eom]ilctf-ly •ioverinncni. 
monopoly. Tlie proYi.sion.s here given are the logical 
(•oiiHcqucnce -of the compromiss accepted, paving the Avay 
for a gradual nationalisation of the bank and its acti-; > 
vitics. The revision of the charier periodically will bc^ 
desirable as much in the iiilcroshs o!‘ the Bank as iii those 
of the BuMie, since at cadi revision the Bank avouUI obtain 
an opportunity to rcprcsenl any special hardship in the 
working of the knv which may be remedied. 


PART. II 

EXCHANGE. 

CHAPTER I 

I. Tlie Nature of the Exchange Problem. 

. Tlie probloni of Foreign Exeluiiiges is concerned witli tlie 
sctUemenl of internal ional obligations measured and defined in 
terms of money.. Tlie.se obligations are mostly as between 
private citizens of dilferent states; but the partieipalion of tlie 
government of particular states is not entirely unknown in tlii.s 
connection. Nor need the paid taken by govcinments in in- 
• tlucncing the course of international exchanges be strictly con- 
fined to bonafide trausaetions dealing with the exchange rtf 
^iaterial iiliiilie.s as between the government of one eounlry 
and the citizens or individuals of another country. The pay 
ment by the Govermijont of France in 1870-7o of the War In- 
demnity to the Germair Government v.as as important a factor 
influencing tiie European exchange of that period as any 
trapsaetion for the piucliaso and sale of goods between private 
citizens of any ttvo countries could have beeij. Or, to take a 
more normal, regular example of bona fide trade ti'ansaction, 
the contract by th& Government of India to buy 1000 locomotives 
and 5000 waggons fe.r the various Indian State-owned Railway 
luie.s from an English^ manufacturer is as important a factor in 
intlucneing the course of Anglo-Indian Exchange as any pnreliase 
of-Mauehe.ster piece-good; by a Galeutta Marwari firm could 
be'. But though the governments of states do» by bona nde 
trading trausaetions or by political exigencies, infiueiice the 
cour.se of international exchange; and though, as we shall .see 
' more fully later on, under certain circumstances the Liitliienee of 
government action on exchange is more substauliul tlian w-.n... 
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feoem at first sight to be credible; the bulls of the dealings and 
factors that in normal times affect and determine the course 
of exchange are those between private individuals. These enter, 
each on his own account, into an innumerable lot of transactions, 
each of which, being expressed in terms of money, must be_ 
settled by the passage of the money or its ecpiivalent and subs- 
titute as between the parties. In similar transactions within the 
jurisdiction of a single state, a dealing is completed by the pur- 
chaser of a commodity paying the stipulated price in terms of 
the legal tender money of that country to the .seller. Mauekji & 
('o. in Bombay buyes 5000 gunny from Martin & Co. of Calcutta, 
let us saj' at 0 annas a piece. Manekji & Co. paying Rs. 2500 
in rupee coins, or currency notes, or a elieque, or Bank draft, 
will .settle the account. It may, indeed, be that Manekji & Co. 
make no payment at all for this transaction to Martin & Co., 
but simply give the latter credit for the amount in their books., 
hoping to set off the amoinit by the price of 200 pains of English 
boots and shoes which the latter, Martin & Co., have purchased 
from the former, Manekji & Co. If sucirmutual dealings bet- 
ueen the parties arc continual, and their settlement by cross 
entries in tlic respective books of account of tlie parties concerned 
agreed upon, it may quite proliably happen ihat the only pay- 
meut having to be made after a scries of transactions, covering 
goods valued at .several lakhs of rupees, will be that of the fiiiar, 
.balance at the end of the normal period of account between the 
parties. And' tlii.s actual pa.yment may be quite iusiguificaut 
when compared to the total volume of tran.sactious between the 
parties. 

In the ca.se of transactions betAveen parties rc.sident in eouu- 
trios of dilVeront juri.sdiction, tliough the e->senee of tlic com- 
mevcial dealings remains the same, the procedure of .scttlemeni 
is somcAA’liat different. The difference is due as ’ much to' the 
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difi’crcncc in political jurisdiction, as also to the consequential 
dilVercnce in the currency systems. Even assumin'’', for the 
sake of simjilieily. that the hasih of currency in the two given 
trading countries is gold, tacitly agreed upon as the only con- 
'venient medium for settling such payments; the form in which 
gold would he available for this purpose would ho that of t!ie 
re.spcctive coins current as lawful money in each of tlie countries. 
The coins of one country, even if made out of the same metal, 
are not legal tender or lawful money in any other country; and 
lieiicc the mere possession of or claim to llie coin of a foreign 
country brings no corresponding pnreliasimr power to tiie hold- 
er.’ To obtain tlic jiroper )uircliasing iiower in one’s own 
country from the coins legal tender in another country, a process 
of con\ersion ninsl be carried out, nitli due allowance for the 
diil’crencc in .size and weight' and fineness between the resjieelive 
coins of two dificrent e(nintrie.s. It is as a result of very fine 
calculations making full allon-wanee for all these factors that 
the rate of conversion for coins of one country into those of 
another ari.se.s, and comes to be known as tlic rale of e.\ehange 
betwceJi the two countries concerned. If John Jones & Co. 
of Sheffield has bought 100 tons of steel rails from Hermann 

Schmidt & Co. in Essen at 1^10 per Ton in Shefiield John Jones 
& Co. must convert the £1000 payable to Honnanu Schmidt 
& Co. into the German curi’cncy of marks. Considering 
the respective weight and fineness of the gold contents of a pound 
sterling and the mark of Germany in pre-war normal times, the 
conversion calculus would show the rates of Mt-s. 20.20 = £1. In 
the example given above, John -Jones paying £1000 to Hermann 
Schmidt & Co., would, at the above rate of exchange enable the 
latter to obtain 20200 marks in Essen. 

< In the explanation so far we Jiavc deliberately excluded all 
complications in the acluarprobicm of foreign Exchanges caused 
by the ditference in the standards of cnri'ency between tlie trad- 
ing coimtries, or, still worse, by the 6.xeessive dopi’ceiation of 
the iuconvertiblc l)apev money in one of the ti'acUng coiintrieSi 
31 ' • 
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I'hese will be treated of iii tlieix proper place. For tlie sake 
of clearness we must elaborate the illustration already given in 
order to sbow more fully bow tbe actual operations of Bx- 
oliange take place. If John Jones & Co. and Hermann Sebmidt— 
and Co. were Ibe only parties carrying on trade between Eng- . 
land and Germany, and their deril in Steel Bails tbe only item 
in that ti’ade, tliere would be no alternative but for tbe Jones 
pic.ple to renvit money to the Sebemidt firm to settle tbe transac- 
tiou. But in practice these two would not be tbe only dealers, 
nor their steel transaction the only deal. As against John Jones 
& Co. who have purchased goods from Germany there Avill be 
many a Jack llobinson or Tom BroAvn, or Bill Smith Avho liave 
sold goods to Germany; and as against Hermann Sebmidt the^ 
sellers in Goianany there AAmild be many a Heinrisch Busch or 
Seiiroeder Schoii or Johann Durcheimer Avho Avould liaA'e bought 
from England, say Au.stralian mutton or Aincricau Avlieat or 
Indian eotton or even British ho.sieiy . The problem of exchange 
would then be for eaeh British buyer of goods from Germany to 
discoAer a British seller of goods to Germany. Asdhe former 
lias t(» pay money in Germany the latter has to recelA^e payment 
froiu Germany. If, noAV, the former can induce the latter to 
sell to tlie former the latter's claim on a German debtoi*, the form- 
er need not remit any money to Germany, but simply send 
o.'cr to his creditor the English nvuitor’s claim on a German 
debtor. The lu-st named Avould pay his OAvn conipatriot ni the 
local German currency and the same process AAmuld be repeated 
ill England. The only peculiarity in these cross settlements 
Avould be that the amount to be paid by the debtor in eabh 
country to the creditor of his creditor 'in another country AA’ould 

be detei mined at the rate of exchange bclAA’ceu the tAvo countries* 
euiTeueies ruling on that day. 



Determination of the Eates of Exchange. • 

To 'imclpvstaud. how the rate of Exphaiiffp is flotonnincd 
let ns fake an example. Suppose the exchaiipp wp nvp invoS" 
tiffating is that between the United States and Great Britain 
*-ihe Dollar-Sterling Exchange. If mstead of the Anglo-Ger- 
man example already given, we assume that the parties in- 
terested in this Anglo-American Exchange arc John Jones 
& Co. in Great Britain and Yankee Sam & Co. in America, 
ihe amount being £1,000 payable for American cotton to 
Yankee Sam & Co. bj' John Jones & Co. it wonld be found 
that,-' in the absence of any other means of settleiuptn, John 
Jones & Go. would have to procure and ship to tlip I'nitp-l 
States (/old, -the only convenient, and tlicrefom accplidjlc- inlev- 
naiimial medium of prehauge to the value of £ I.OOO. But. 
Yankee Sam cannot do any good with the gold llcssrs. dohii 
’’■Jones have sent them in paj^ment of their dues, unless and 
until the gold is converted into the American cnvvency 
dollars and cents. In normal times, and leaving out for 
the moment all consideration of loss of interest due to unavoi- 
dable delay &e. as well as the expense of minting, llie gold 
contents of £1,000 would be convertible, niuler the American 


monetarj’ laws into 4S66 dollars. So that the piYiper. 
theoretically correct rate for exchanging English iiilo- 
Ameriean currency is £1 *= $ 4.886. If, now, tlie example were 
e.xtondcd and made to correspond with the case of cross settle- 


ments Ave noticed above, so that an English debtor, wanting 
TO remit money to his American credit or. caiv find in Kiigland 
a Briti.sh creditor wanting to obtain money from liis Amevic:m 
debtor, the rate at which these parties could he induced 1.. 
cross settle their mutual claims Avonld he somewhere idand 
this mathematically exact legal rate of £1 = -J.Sf). Ot ooursf 

at any time the rate may not be quite precisely this cotTc-! 
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tlie ingti'umehts for cross settlement, are drawn tip in the form 
of the creditor’s order on the debtor to pay a specified snm 
to a named person or his order, it may happen that at any 
partienlar moment the supply of these orders, or Bills of 
Exchange as they are commonly Imown, on a given - eounwy " 
may he much greater than the demand for them; and in that 
case the price may fall below the par of exchange to a point at 
which all the expense and trouble of sending for gold or 
specie 'would be compensated. If, in the example of Anglo- 
American exchange, we consider tliat tliere are at a given 
moment more exporters of goods to England than there are 
importers of British goods in America, and that in conse- 
quence there are more Amci’iean creditor’s then debtors 
to Brili>li merchants, the Bills of the surplus Ame- 
rican exporters or creditors will necessarily remain uncovered 
by the corresjionding bills of British exporter’s. And’ rather 
than resort to their legal right of getting gold from , England, 
which, even if freely obtainable in England, would cost 
time and trouble to check, to pack, to ship and mint into Ame- 
rican coinS)-the sln-ewd Yankee would prefer to dispose of 
his claims at a price somewhat lower than the Par of Exchange. 
The depreciation he .should have to suffer may be as great as 
the cost of all the factors ouitlined above in getting the 
claims converted into the lawful money of the Unite States. 
In normal times, this cost amounted to aboul-02 irer 
pound Sterling. So that the lower Si^eciG Point, i.e. the 
figure of exchange i-ate between Britain and America at which 
it -would become immaterial whether the American exporter 
disposes of his claim in the usual form of a Bill of exehangV 
on London or prefers to demand and obtain gold— would be 
I.iSfo. Conversely, if the situation were reversed -and 
there were moi-e American importers than exporters, a few 
of the debtors in America, havnjg the claims upon them not 
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satisfied ui the usual way, miprht be obliged to send gold; but 
gold need not be sent out if the American importer can, 
at a trifle more than the mint par of exchange, settle his 
affair. The upper Specie Point, i.e. the point beyond 
■ which if the Dollar, — sterling exchange in New York rises 
further, it would be worth the American importer’s while 
bodilj’’ to ship gold to England in settlement of claims against 
him, -would be £1 =* $ 4.883. In general, then, it may be said 
that when the exports from a country are in excess of the im- 
ports into that country, the exchange between that country 
hnd another wdll fall) but the fall cannot be greater than the 
cost of importing .specie to reetifj’’ the balance, and will be 
arrested at a pjoint where it would be immaterial whether the 
dealings are settled by specie imports or the ordinary channels of 
exchange. The exchange in that ease would be said to be at a dis- 
count. Coiiverselj' when imports are in excess of the exports from 
-a countiy, the exchange would rise; but the rise cannot be greater 
than the cost of exporting specie to rectify the balance, and 
must lie arrested at a point w'here it wmuld be immaterial if 
V tlie dealings are settled by specie export or through the 
usual channels of exchange. The exchange in this case would 
be said to be at a premhun. 

Modes of Exchange Quotations. 

' Before, however, we proceed further in this analysis a 
point seininglj’- of mere detail, but in practice of great im- 
portance, may be noticed. According to the general British 
practice the' exchange rate is quoted sometimes in terms of 
tlie foreign currency e.</. £1 = .$ 4.86 or 25.25 francs ; but 
sometimes also in terms of the local British cui’rency e.g. 
16d. =1 loipee. The varation in the former ease affect only the 
foreign eurrencj’^ figui'e, the local unit being taken as fixed. 
The pound sterling buys more or less of American dollars or 
Frenc h fi’anes, itself, however, wearing a pole-star appearance 



of sfendmesf?. In the latter ease, liOTvever, it is the foreign 
unit which is fixed and the local cnn’ency which. is varying, 
SO' that sometimes 16 pennies might buy a rupee, sometimes 12 
pennies, sometimes 20 and sometimes 35 pennies. The 
idea of a “rising’’ or “falling” exchange would imply 
quite different conditions in the two eases. In the formeV” 
case a “rising” exchange, meaning £1 « $ 4.8885 dollars 
would mean that the pound stei'ling is becoming more' 
valuable in terms of the American dollar probably because 
there are more British expoi*ts to America tlian imports from 
that coiintry, an.d tliat in consequence the British monetary 
nnit being in greater demand in America has improved in 
value as compared to the local American currency. A “fall- 
ing” exchange means the reverse, i.e. the imports into Britain 
are greater than exports lo America and cojiseqnently the 
English monetary unit depreciates in pi'oportion.'. Take 
now the ease of the Iudo-Bi*itish Exchange. A V^sing^;.-,' 
exchange i.e. RIO = 20 pennies instead of the Par (sic) of lOy- 
would nol moan an excess of exports from Britain to India. 
Had the Inclo-Britisli exchange been rjuoled in the same 
manner as the Anglo-American Exchange, i.e. £1 = 15 rupees, 
the above rate would have appeared . as £1 = 12 rupees or 
really a falling exchange, a- consequence of greater imports 
from India, tlian exports to that country. During the War 
when the imports from Ameidea as well as India were very 
heaiy into the United Kingdom the Anglo-American Exchange 
was steadily fallmcj, and the jaU was only arrested by licroic 
measures such as heavy borrowing in America and a conseriptive 
mobilisation of American securities held by British nationals 
for purposes of export in aid of the dollar-steiling exchange. 
The same factor of heavy imports from India, jiowevev, brought 
about a gradually accelerating “rise” in exchange, from the 
norm of 16d. to 17d, 18d, 20d, 22 and 24d. 28d, 35d. The . 
.series of economic causation was precisely the same in each 
case, and yet. for a novice the effect on exchange seems 
diametrically iliff'erent. The only explanation is the unsci- 
entific system of the traditional exchange quotations in Eng- 
land, which we are vapidly reproducing in onr own. The 
following table of Exchange rates in England is taken, from 
the Times Trade Supplement of April 29. 


Place. 


Parity. 


EXCHANGE R ATES. 

During War. 


Highest 


Lo Brest 


New York 

Montreal 

Paris 

Brussels ... 
Copenbazen 
Amsterdam 
'.Belgrade .. 
Vienna .. 
Budapest.. 
Warsaw .. 
Prague .. 
Berlin 
Stockholm 
"~t/hristiania 
Bukarest 
Sofia 

Lisbon ... 
Constinoiile 
Alexandria 
Milan 
Madrid ... 
Berne 
Athens ... 
Helsinyfori, 
Bombay ... 
Calcutta ... 
Madras ... 
Yokohama 
■ Shanghai... 
Hong-kong 
k Singapore 
^Manila 
Bio de Jan. 
B. Aires ... 

V alparaisq 
Montevideo 
Lima 

Mexico 


4 86q- 
4 862 
25 ‘ 22 ^ 
25 22-} 
1815 
12 07 
25 22:J- 

24- 02“ 

24 02 
20-43 
.24-02 
20-43 
18-15‘ 
18-15 

25- 22} 
25-22i 
52}d.' 

UO 

97} 

25 22} 
25 224 
25 22} 
25 22} 
25 224 

2/0 “ 
2/0 
2/0 

2/6r^ - 


2/06 

27d. 

$13| , 
51d. 
Eng. to 
Porn £ 
24 58d. 


5 06 

4 52 

5 01 

4 32 

28-98 

24-97 

19-68 

12-75 

12-21 

8 97 

19-75 

9 95 

18-63 

12-65 

35|d. 

27 id. 

45 65 

45 20 

26 75 

16 60 

26 40 

IS 73 

1/6 

1/4 

1/6 

1/4 


14d, 


ll]®d. 


During 1921. 


Highest 


Lowest 


Approxi- 

mate 

Present 

Price, 


4 23} 
4 56} 
61.75 

61.75 
24.03 
11.85 

375 

15.000 
4.500 

26.000 
430 

1.275 

17.80 

31.76 
895 
825 

8^- 
890 
97}’’ 
109 
32..50 
24.30 
1 4.00 
325 

1/63- 

1 / 60 - 

1/63 

2/8^ 

4q.j- 

3/2i- 

2/4-L- 


103 


51-3 

40.60 

51} 

17i%t 


TPremium f Discount, § Sellers. 


3.23} 

3.98} 

45.35.^ 

45.40“ 

18.50 

11.06 

120 

1.200 

750 

2.200 

264} 

203 

16.35 

19.00 

217} 

260 

4 

490 
27f 
70 
26.50 
:0.08 
4 8.00 
105 

1 - 2-3 

1.24 
1.2| 
23.^^ 
2.11 
2 . 2 } 
2.31? 

63 
40} 
24.43 
38 


16l%t 

28} 


4.48} 
47.82} 
5217} 
20.81} 
11.63} 
270§ 
34,000 
3,375 
17,500 
227} 
1,257} 
17.08} 
23.37} 
600 
620 
4} 
645 
97} 
82/„ 
28.51} 
22.74" 
99} 
229 
1.3^ 
L3g-- 
1.3 
2 . 1 | 

3 5} 

If 

"I 

44} 

39.30 

42,13 

10}%pm. 

26}d. 



in the ease of all European countries- except Portugal Ihe 
table shows the amount of foreign currency exchangeable for a 
unit of the Home currency. In the ease of Portugal; and all places 
commencing from Bombay on the list, the rates show the 
British currency exchangeable in terms of a foreign unit: “ 
The system is so mixed up that confusion is inevitable except 
to those most intimately conversant with this maze of exchange 
tables, that often renders the financial page of a British 
Daily newspaper a work of aid-most likely a cousin of' Post 
Impressionism- The reform of standardising - exchange 
quotations, so that all rates may be quoted in figures of the 
local currency with reference to a foreign unit, is as highly 
desirable as it is impracticahle in view of the bull-dog British 
tenacity for aU things that have an odour of ancient even if 
decaying tradition. Faithful imitators as we are, we in India 
are not a Avhit behind our masters in loyally reproducing the 
caricature of exchange quotations in our daily financial neivs. 
The following is a specimen. Exchange quotations on 12th 
May 1922. Bombay.- - , 


B. E. D. D. 

1.3 

Selling 

Hew york. T, T. 350. 

„ „ 1, T. 

1.3 If 

19 

Paris 

'» 311. 

Be' ling T. T. 

1.3 1 

Buying 

91 

D. D. 321 

Buying „ „ 

1.3 V 

Selling 

Hongkong 

T. T. 201 

Selling D. D, 

1.3 

f» 

Shanghai 

,, ., 2t3 

Buying,, ,, 

1. 


Japan 

» » 161 

3 ■ Monthssiglil) 

CO 





In these the Indo-British quotations are all in terms of 
pennies for a rupee. That is we quote for our unit in terms 
of the foreignxcurrency, exactly as they do in Britain for 
American exchange. Hence, from the Indian stand point, a 
“rising'’ exchange is an appreciation of Indian currency, and 
so imifiies an excess of exports as a cause in all probability. 
But in the British eye, the “rising” Anglo-Indian exchange 
is anything but an appreciation of British currency, or an 
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improvement of British exports to India. Now turn to the 
other side. Exchange on America is quoted in terms of 
rupees to 100 dollars, the varying figure therefore being our 
local currency. 'A “rise’’ in Indo-American exchange means 

-a quite different situation. A rupee is worth 28 cents at the 
above quotation. If the Exchange were to “rise” still further 
.say to 400, the rupee would be worth onl}’- 25 cent, or their 

- would be a fall, exactly as^ there is a fall when we find Indo- 
British exchange shifting from 16d. to 15d. to the rupee. The 

, quotation is tlius misleading. Take the next ease of Franco- 

- Indian exchange, which shows 311 francs Bs. 100 The 
process is once again reversed, the rate being quoted in terms 

- of foreign curreiie 3 ’-witli reference to our unit. The priu- 

.'ciplc -of quotation is here the .same as in the ease of the 

Indo-Britisli exchange. - But the method is again altered iii 

- the ease .of the- Far-Eastern Exchanges, ih whose case tbe 
quotations give the number of rupees for 100 Taels or yens 
or dollars as the case may be. If the exchange tables are to 
become at all more intelligible; if the j^roblems connected 
with exchange are at -all to be understood by the masses, and 
a himalaj'-an waste of energy avoided, the reform of standar-* 
dising exchange quotations caimot be urged too strongly upon 
those who have the financial interests of this country at hdarti 
In our view the simplest and most practicable method is to 
quote for a given unit of foreign currencj’’, the amount of 
local curi-euey exchangeable. So tliat our exchange table 
would read something like this luiiformlj': 


- T. 'T. on 

Loudon. 

Us. 15^ 

Per £. 

ii If f) 

New Yorks 

„ 350 

„ 100 Dollars or 3/8 Per Dollar 

>1 19 *9 

Paris 

„ 40 

„ loo Francs. 

} 99 99 

Japan 

„ 160 

„ 100 Yen. 

99 99 99 

Berlin 

„ 1-4 

„ 100 Marks and so on 


It is however, not very material wether we adopt tbe above 
system or reverse it, and quote for our currency as a feed Unit 
3B 


iii terms of the foreign cnrren'ey, though in my judgment tlie 
former seems to he the more easily intelligible of the two. But 
the point of utmost importance is uniformity. 'Whaterer- 
system is adopted, let it be adopted uniformly. ' There should 
be no break of guage in exchange quotation. ^ 

Because of this medley of methods, many a vital problem 
of national counnoi-ee lends to be needlessly complicated or 
obscured, particulai'ly by the cpgitations of committees spe>' 
cially appointed for further eclaircissement. . A classic 
instance of high-placed obscurantism would be found in the 
laboured remarks of the Babington Smith Committee of 1919- 
20 on Indian currency and Exchange, (pf^rs 34. to 36) We have 
no special quarrel with their general trend' of alignment. It is 
jieilhor better nor Avorse than Avhat can be expected from a 
committee of businessmen impressed -by the problem of the mo- 
ment and intent on affording a solution for' the moment witlJ^ 
out a thought or care for the consequences- We might indeed 
lake exception to such a I’eckless theorising as the follotving: 

“ The oviclence we have received was unanimous as to the 
benefit wliich India has derived from tnc maintenance of a fixed rate 
of Is. 4d. per riqice, for the twenty years from 1898 to 1917; but 
some withosscs expressed tlic opinion that fixity is mot indispensable. 
Our fonclusion, after considering the views put before us, is that, 
for the current operations of trade, stability is an important facilitw 
rather than an essential condition. ’ ’ 

Without being inveigled by this oracular, utterance into 
llic metaphysics of inteniatioiial exchange, Ave may yet hasard 
the criticism that the distinction implied by the Committee 
belAveeii “an important facility" and “ah essential condition’"^ 
is for practical purposes like the British constitution. It does 
not exist. But the true mischief of shell half digested 
obseiTaJtious arises only A\'hen Ave consider the impression 
created on the mind of the man in the street. With the best 
uill iu the world to arrWe at the truth, he would not yet 
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understand either the logic or the economies, let alone 
the etliics and metaphysics of such observations as: "A large rise 
in exchange tends to stimulate the import trade and to impede 
the export trade, while the revQMe effect is produced by a fall 
Hr/Exchange.” This truism of economic science holds good 
only when we mean by a rise in exchange the same thing 
as an appreciation of our local currency in terms of a foreign 
currencj'-, and bj’- a fall in exchange a depreciation of our 
local currency in terms of a foreign currency. If the ex- 
eliange is qtioted so that a rise would mean an appreciation, 

. not of one’s local but of a foreign currency, then the remark 
cannot hold good. For the process by which a rising ex- 
change, as tlius interpreted, helps to encourage the Import 
trade is somewhat, as follows. If the Anglo-Indian Ex- 
change rises from Is. 4d to 2 shillings, the rupee become 
more valuable. Goods, therefore, which are valued in 
Engli.sh currency at £100 will cost at 2. exchange Rs. 1000 
'instead of Es. 1,500 tliat thej' would have cost if exchange 
were Is. 4d. Assuming that the Indian demand is inelastic 
' and that the margin of 500 rupees saved by the higher 
exchange mu.st be spent, there is no alternative hut to im- 
'port more of the foreign goods till the limit of our purchasing 
power is reached. To the foreign exporter to India, this 

is a great boon as be can send- 50 p.c. more goods, and 

'get their value in his oum currency up to the hilt. But 
what is “rising” exchange and import stimulus in India is 
“falling” exchange, — though the quotation does not show 

it at first glauee-in England, whose exporters' are, there- 
fore, benefited, appareiitly without ' any harpi to India, 
i-'lf the process were reverse'd- and exchange began to fall 
' from the Indian standpoint, the Indian exporter would be 
benefited, as for the same unit of foreign currency as be- 
fore, he would get more of the local currency than before. 
The £100' worth of. Indian exports, which brought in to the 
Indian exporter Rs. 1,5000 at Is. 4d. would mean Rs. 2,000 if- 
the exchange falls to is. But before this generalisation is 


accfiptecl or applied care must be taken to tinderstaTid • 
CKaetly the meaning o£ the exehancfe quotation, and see if . 
Ihe rise meaps an apprecialion of the local currency or not. 


THE INSTRUMENTS OF FOREIGN EXCHANGES, 


“We may next notice another important matter qf 
detail, —the Jiatnre, character and implications of the prin- 
cipal instmment of foreign Exchanges. The Bill of Ex- 
change is the most important of these instruments. Bereft 
of all the legal and commercial technicalities that in, the course 
of ages have gro-vvn up round this very simple expedient to 
settle claims between parties resident at a distance from one 
another, the Bill of Exchange is nomally an order by a cre- 
ditor upon his debtor to pay a specified' person a specified 
sum, or as the person specified as the party entitled to 
receive payment may direct. The following illustration 
brings out all the salieiit features of a Bill of Exchajige. ' 





Z 

^ — 
r ^ 


576, Esplanade Road> Port, 
Bombay, June 30, 1922 

Tljro^inlntSs after date pay Messrs. Manelgi 

& Co. ]Rd?ofJol Hummum .Street, Delhi, or order 
^ 3 

the su^ o| one thousand rupees, value received. 

Gangadas Jamnalal & Co. 


e. 


^ no 
77 


Sadumal Ranidayal & Co, 
250 Havelock Hill 
Cawupore. 


To understand the form of the Bill more fuV let us 

’n-,,*"'"™"* oi the p«es eoimected 

«ith the Bill. liic pci'son tvho gives tire oMei- in the ir,st 

instance is called the “Drawer” of the .Bill and fs in this 

instance Gangadas. Jamnalal & Co. The pei-son on whom 

the order is made out-pu whom the Ms is “dmwi” is caUed 
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■ tlie “Drawee” and is in this instance Sadnmal Eaindayal 
& do. of Cownporc. The person in whose favonr the Bill is 
drawn-who is authorised to receive payment of the Bill 
' is Iniown as the “pa3’-ee,” Avho in this ease is ]\ressrs IManelgt 
Co. Ltd.- of Delhi. The drawee is hound to pa-y the 
amount, assuming the Bill relates to a bona fide transaction; 
but his responsibility becomes more immediate, more personal, 
more patent, when he, on the face of the Order, agrees 
to eomplj’- with it, or, as the technical phrase goes, ’’accepts” 
the Bill. In the above illustration the Drawee, Sadumal 
Eamda3’’al, has accepted the Bill and, while accepting, made 
it payable at a specified Bank. The Bank is not the acceptor, 
nor bound to pa3’’ the Bill if the acceptor defaults. It on^v 
acts as an agent for the drawee or acceptor. As matters 
stand in the illustration givoi. it ma3' be indeed, that the 
Bank has agreed to, or does in fact, assume a more direct 
respousibilit3’' ; and Bills di.si)l.n3'ing the signature of well- 

known banks acquire a .special additional value from the 
mere fact of the Bank's backing. But as things .stand 

the Bank’s liabilit3'^ in the given form is not primary. Note, 
also, ' that the different jiarties to the Bill need not 
' be quite so distinct as the above illustration shows 
them to be. The drawer for instance might have simply 
said. “Three months after date pay to m3' order;’’ and he 
can oi'der 1)3' an indication 011 the back of the Bill the pa3'- 
ment to be made to the ijresent pa3'ee. . Practicall3' there 
would be no change; but forraalh' the text of the Bill con- 
tains when drawn no distinct pa.yee. Agai)), though the 
drawee and acceptor in the illusti-ation are .sliou’n to be 
, identical, it ma3' quite possibl3' haj)i)en that the two are dis- 
tinct. The Baiik 11133', under a standing agreement with the 
‘ drawee to that effect, accept in its o\\n jiamc, though in 
realit3' on account of the drawee. Pinall3', the greatest 
advantage of the Bill of Exchange is that it is a ncgoiiahle 

instrument; i.e. proi)ert3' in the Bill 11103' fie transferred by 
a .simple eudorsement-or a- statement that pa3'ineut is to. 
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be made to a person named. When so transferred, the 
persoti ultimately domandiu?? payment of the Bill Avill be 
asked no questions as to hoAV he came to possess and present 
the Bill, provided he is a “Holder in due course” i.e. person 
-who has come to hold the Bill in the regular- course of its 
transfer from hand to hand. It has already -been mentioned 
above that the drawer nii^ht in the first instance make the 
Bill payable to his own order in stead of to a named payee, 
and then transfer-or endorse the Bill to the party he intends 
to pay by writing on the back of the Bill “Pay Manekji ^ 
& Co. Ltd.” and signing that new order. The peculiarity of 
the Bill as a negotiable instrument is that it is not' onlj’- the 
original parties who can make such an endorsement. Any 
one coming in possession of the Bill by an adequate regular 
endorsement has the same powei's of endorsing in his turn 
to any other person he likes; and may evexv dispense with 
the need of specifying the jiarty endored to, by remaining 
silent on the point and giving only his simple signature by Avay 
of endorsement. In such a case the Bill becomes what may - 
be called a “Bearer” instrument v.diieh any holder' is' en- 
tiled to receive payment of. Even from the very begining 
it might have been drawn as a “Bearer” Bill; but because 
the drawer does jiot choose to make out his order in a 
“Bearer” form, that does not I’c.strict the right of the sub- 
sequent indorsees to convert the Bill from an “Order” to 
a “Bearer” instrument. 

There are other peculiarities of the Bill, which, while not 
affecting its character as a negotiable instrument, .nevertheless 
affect materially its utility a.s an in.strnment for settling ex-- 
cliange transactions. In tlie illustration, the Bill is made pay- 
able three months after date; that i.s, the amount of the Bill 
cannot be demanded until three months after the 30th of June, 
tile date of tlie Dill. This in practice is not the 30th of Sep- 
temheri bnt 3 da.vs later — the last addition being made on account 
ol what are known a.s the da}'.s of grace. Three days of grace 
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"niiist be allowed after the due date to tlie drawee or acceptor, 
presumably to find funds wherewith the Bills has to be met. 
Even if the Bill is drawn “pay eijrht days after date, eight days 
after sight,” customary three days of grace must be allowed; 
/ and the Bill will actually become due and payable only eleven 
days after date^ or after sight as the case may be. Only if the 
Bill is made payable “on demand” — the usual form of the 
cheque Avhich is nothing but a Bill drawn by a customer upon 
Ills Banker, avIio need not specifically accept tlie obligation to 
be chargeable, possibly becau.se the checiue is never made payable 
otherwise thiuj “ojj denjfujd’* — thej*e would be jjo grace allowed. 
.The period, however, during which the Bill remains on outstand- 
ing obligation marerially affects its value. Apart from the 
consideration that two or three months after the date of the 
Bill the commercial and credit position of the parties concerned 
ipay be altered, there is the obviously iini)ortant consideration 
that money, even avIicji it is quite certain to be paid, is never 
so valuable iu the future as it may be immediately. This is 
particularly the case Avitli aeth-e businessmen. Avhom* stress of 
competition often com])els .so neatly and finely to cut down the 
margin of profit, as to make the rapid turnover of their capital 
a coiisideratiou of prime importaiiee. lienee sueh a person iu 
. possession of a claim to bo jtaid three mouths later, Avould much 
prefer, even at some sacrifice if need be, to obtain iunmlediato 
payment ; and he finds his Bank just the right thing to meet his 
requirement. The Bank can AA-ait Avhen he cannot. The Bank 
has spare funds if he has not.' Bui the Bank must have some 
consideration if it agz’ees to Jock vp its otra funds for relieving 
the holder. And so the Bill comes to be “ DLsBoiiuled. ” The 
consideration demanded by tlie Bunk is uieasurcd by the rate of 
interest then current for such securities in the market. The 
intci’ost ou the amount of the Bill for the period during Avhich 
payment cannot be demanded is deducted by the Bank Avliile 
“discounting it”, and the rest of the amount is paid over. 
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Assuming that the eiiiTent mte of interest is -8 per cent, and tiie 
Bill is for three months; the drawer or any holder in dne eonrse, 
wanting immediate payment, would get only Es. 980 in the above 
example. Tf he holds ii himself for some time, and discounts 
the Bill say Avhen it has ojily a montli to run the deduction from-^ 
the face value of the Bill would be isroportionatelj' smaller. 

Before ])roeceding further several minor points of legal 
detail may bo cleared up. The Bill must be an unconditional ’ 
order in wi-itijig ff)i‘ the payment of a definite specified sum. 

It Avould not, theref(,i’e, be a proper Bill of Exchange if the 
amount to be paid Avas expressed as “AA'hateA'er proceeds you 
haA’c realised out of the sale, of iny grand-mother’s portrait." 
Noi’ AYonld it do for the Bill to be expressed as an order of 
payment of 1,000 rupees, “if you liaA'e.so much balance due to 
me, ' ' or ‘ ‘ when your daughter marries my sou. ’ ’ The dating is , 
neee.ssary for ealcAilating the, period of the Bill and its date-of'.— 
maturity, Adiile tire stamp has to be affixed under the laAV of the 
land governing such documents. The absence of the date may 
be a material flaAA- in a time Bill sufficient to avoid the obligation 
altogether, but the absence or insufficiency of the stamp on the 
Bill is a defect capable of rectification at any time, perhaps o)i 
payment of a penalty at moat. Finally the Avords “Value re- ' 
eeived” though inserted in our illustration, and originally intend- 
ed to imply that the Bill is a genuine trade Bill talcing its origin 
from a real exchange of commodities,— and not a mere conve- 
nienec-^a mere “accomodation” granted by a friend to 
another. 

In our illustration the Bill has been deliberately draAvn to 
bo an inland, or local Bill, Avherein all the parties primarily 
concerned bn the Bill are domiciled in India, in order to em- 
phasise the' fact tlial in its origin the Bill of Exchange is an 
instrinnent .specially designed to settle the dealings betAveeh 
lJurties at a distance, irro.specUA’e of political frontiers. OAving 
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to a mucli wrder development of Banking, and tHe consequent 
creation of convenient means of internal payment by Bank' 
drafts, cheques, currency notes, mones'-orders or Postal Ordei’s 
Tvitliiu a given country, the problem of domestic exchange is 
no longer so important, even in such large countries as the 
United States or India? ds it must have been at the time the Bill 
of Exchange first came into being. But it must not be for- 
gotten that even now, certainly a century ago, domestic 
or inland exchanges in countries like the United Stales were 
nearly as important as the foreign Exchanges, with 
the only difference ‘ that while in the latter ease the pro- 
blem of the Exchange was complicated' by the difference in cur- 
rency, in the former the only question was that of a cheap effec- 
tive transfer of money— or avoiding such a transfer and yet 
settling the transaetiojis between two distances. Wc in India 
have not oven now rcdched the stage whei’e, as^ in 
England, the charge for internal remittance comes 
to be practically abolished. Our money-order system 
still makes a charge of 1 per cent. ' and ' even the 
bank-draft costs J i?er cent, by wa}’- of the banker’s commis- 
sion* Even in England, though the cheque system, with the 
aid of tlie excellent clearing aiTaugements j^revailing in that 
country, have practically done away Avith all charges for inland 
reuiittauce of fuiy considerable sum, for smaller transactions 
Avhere the Postal or I\Iouey Order is commonly resorted to, tlie 
charge still prevails. It is ojily in countries, where, as in Aus- 
tria or Belgium in pre-Avar times, the Postal Cheque system is 
Avell deA'clopcd, that tliere is a certainty of a complete perma- 
ment aboLitioii of the cost of inland remittance of money. 

For purposes of Foreign Exchanges, however, the BiU.in 
, the above illustration Avould have to be draAvn up slightly differ- 
ently. If Gangadas Jamnalal of Bombay have sent cotton 
Avorth £1,000 to Hammerundtongstein of Krefeld, Germany, the 
transaction Avould have originated almost cerlainly in some ar- 

86 
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i‘angeinent for credit on a London Banking or Accepting Agency, 
as London is, or nsed to be before the "War, tlie monetary centre 
of the commercial world. The German importer lias, let ns say, - 
arranged with the Dentseb Disconlogesellsebaft to open a credit • 
with The Britannia Banking Corporation Ltd. of London, n^ — 
favour of Gangadas Jamnalal & Co. of Bombay. . As sOon as 
Gangadas Jamnalal & Co. have shipped the cotton bales per, say, 
the Lloyd Tristino Boat Hof burg, they would draw a Bill on the 
Britannia Banking Corporation Ltd. of London for £1,000 as 
below : — 


£ 1000 - 0-0 


f ONE ^ 
/ ANNA 
\ STAMP 


&D 

a 

•*-< 

^ ^ 670, Esplanade Koad, I^'ort “ 

5:i; ^ « Bombay, 30th June, 1922 

s .2 

i^t^S days after sight pay to my order the 
null' ^ 0 ]^ thousand pounds sterling. 

<5 y 

J Gangadas Jamnalal & Co, 


To 


The Britannia Banking Corporation, Ltd. 
liombard Street, London E.C. 


This Bill Messrs. Gangadas sell, together with the invoice, 
Bill of Laduig, Insurance Receipt, to the Indian Peoiiles’ Na- 
tional Bank, and the latter mail the lot to their London office 
for presentment and aeeoptanee. The London office of the. 
l.P.N. Bank present the Bill to the Britannia Banking Corpoj'a- 
tion, who, if satisfied that everything is conmo U faut accept 
the Bill as i)idicated, and retuni the Bill to the l.P.N. Bank. 
The latter might then resell the Bill in the discount market or 
keep till maturity for their own profit. ' The papers attacheil 
to the Bill, vk. invoice, Bill of Lading &c., are sent over to the 
Deutseh Di.seontoge.scllehafl by the Britannia Banking Corpo- 
ration. The German Bank in its turn must sm’render them to 
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tlie Krefelcl importer of Indian cotton — ^Messrs. Hammerund- 
tongstein — to enable the latter to obtain delivery aiid sell if 
possible the cotton in time to pay the Bank. Though the 
Bank concerned tries at every stage in the transaction to keep 
- for itself some substantial security, like the goods themselves or 
their documents of title, a period vill almost invariably inter- 
vene during which they will in all probability hold on security 
save the good name of their client. The Bank, however, is 
bound on its ovm account to the London accepting house to make 
good the amount of the Bill, at least one clear day before matu- 
ritj'j no matter what happens to the German trader. If all goes 
Avell, however, our friend Hammex’undtongstein would have 
disposed of the cotton to some A'elvet manufacturer, and obtained 
his cheque for the pi-iee, Avliieh the then paj's over to the Deutseh 
Diseontogesellsehaft. 'With the nione3’’ thus placed at its dis- 
] 30 sal the German Bank liuys another Bill, or sight draft on 
^London, probablj'- a claim of a German exporter on a British 
importer, and sends it — aggregating the amount of the Bill plus 
the commission of the E])glish accepting house thereon, — ^to the 
Britannia Banking Corporation, who practically set off the claim 
against them of the Gangadas bill in the clearing House by the 
claim due to them in respect of the .sight draft they now hold 
from the German Bank- Hardly a single coin passed, and yet • 
a long series of complicated tran,sactions is satisfactorilj’- settled. 

The above maj’^ serve to explain a few more technical terms. 
Orginating in a genuine transaction of exchange, the 
above Bill maj’’ be said to be a good trade Bill, since it is drawn 
by a trader. The drawee, however, is a Bank; and if both the 
principal parties were Banks of standing, the Bill might be des- 
cribed as a good Bank Bill. Usually, however. Bank Bills are 
unconnected with substantive trade transaction, being merely 
'drawn up for purposes of financing pure and simple. If a Bank 
iji New York finds money cheaper in London, ahd wants to 
borrow it to use for a greater profit in New York, it draws a Bill 
,011 a Bank in Britain, pursuant to a standing arrangement to 
that effect between these parties? sells it in New York and gets 
the funds it wants thereby. The buyer sends it across to Britain 
for acceptance by the drawee Bank, and when- accepted tlie Bill 
inay be discounted in London. It is here that the connection bet- 



wccn tlio rate of diseonnl and the course of foreign exchanges in' 
normal time emei’ges. For the New York operator, drawing a 
three months’ Bill on London, will get for a £1,000 Bill £990 
if the London Discount rate is 4 per cent, and £980 if it is 8 
per cent. Hence the lower the rate of discount in a monetary 
centre the greater would be the temptation to borrow .there. 
The borrowing being conducted by means of a Bill drawn abroad 
on this cheaper centre, the Bill will go to swell the number of 
other similar Bills on that centre, and thereby tend to depress 
the exchange rate on that centi’e. Any control, therefore, like 
the one exercised by the Bank of England, on the rate of Ex- 
change may quite easily be made to serve as a corrective for 
the exchanges. A sharp deliberate rise in the rate of discount 
will prevent the borrowing tendency, and to that extent suc- 
ceed in immediately rectifying the exchange pendulum and its 
movement. Such finance or accomodation Bills are drawn not 
merely by Banks, but often by borrowing governmejits to faci- 
litate their loan operations. These Bills have none of the 
eueumberments in the form of documents tliat safeguard for 
the accepting Bank Ihe tillo to the goods in connection with Avhich"" 
a trade Bill takes its orgin. But this last must be distinguished 
from its variety specifically known as a Documentary Bill, in 
wliose-casc the docnmcThs of title attached to the Bill being an in- 
tegral of the Bill, are not separable. 

FACTORS DETERMINING FOREIGN EXCHANGES. 

I 

We may now consider the factors which affect and deter- 
mine the origin and course of intei'iiational Exchanges. The 
foregoing analysis would liave suggested that the question of 
Foreign Exchanges arises at all because tliere is trade, beause 
there is export and import of goods betweeit the trading countries 
of tlie world. Generalise the illustration given above, and it 
will be seen that Ihei’e are in every country thousands and 
tliousands of traders who constantly import and export any"^ 
number of commodities for whicli they become debtors and 
creditors in an almost hopeless maze of dealings. But import 
and export of goods is not tlie only factor that influence and, 
settle tlie course of exehange.s, Tiie -following table showing' 
the balance of trade of India at once suggests that imports and 
exports do not end the tale. 
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Imports and Exports of goods or mer'cliandise on private 
account, though a veiy important, is not the only factor in in- 
fluencing the rates of international exchanges^ as there are almost 
in every country transactions that, apparently not included in 
the trade returns, in. reality operate precisely in the saipe- 
direction. Taking the ease of our oun country there is the 
important item of Stores for the use of public departments, 
■which does not at first time enter into the Trade figures because 
it is on a(*eoinit not of private individuals but of the govern- 
ment of the country as a whole.' The Government of India 
habitually and regularly carries out inany such transactions 
that imxst necessarily compel it to liave a close connection with, 
and therefore desire to control, the Tndo-British Exchange'. 
These transactions collectively are known as the Home Charges, 

“ -the amounts paj’able by (his government on account of (a) 
the ’War Office Charges, (&) Interest on debt, (c) Pensions aiicf’ 
Leave br Furlough allowances, (d) Stores &c. which must he 
regarded as visible or “invisible" imports into India. Just 
as the ordinary imports of goods constitute a debt upon India, 
which nnist he paid by giving ccpiivalent goods in exchange 
by export, so these two must be similarly settled. Our exports 
of goods must not only be .e<^pial in value to the imports of goods, 
but must over and above provide a sui’iflus to cover the value 
of these “invisible" imports, if our exchange is to be maintained. 
Tlie 0}ily relief, momentary, indeed, as it is, that this country 
can resort to in the shape of “invisible" exports, would be the 
loans that avc may float outside this eouiUry. BoiTOwing abi’oadj 
except for definitely producthe pui'poses of immediate national' 
importance, is a wasteful policy that might he commendable or 
permissible under llie gravest possible reservations. But assum- 
ing the need and prudence- of such borrowing, and thinking - 
only of the immediate efTeel upon international exchanges of a 
loan opration, we may say that evci’y loan acts Idle so much 



export u£ goods. For the amount of the loan in a foreign 
country may he, in all prohahility will he, used to paj’' for the 
import of good.s wliich would otherwise have had to he liquidat- 
ed hy corresponding export of merchandise. Eveiy loan we 
raise makes us, from the stand-point of the coui’se of Foreign 
Exchanges, a creditor country; and, conversel}’, the interest we 
pay makes us, again fi'om the stand-point of Exelianges, a 
debtor country. The loan operation instanced above was that 
of a government. But it may ju.st as well have been on private 
accouiit. An Indian minhjg eomjjany, for example, I'aising 
capitril for diamond mining in Goleonda, rai.ses capital in Eng- 
land by the issue of shares or debentures. The scrip sent over 
to England would be a,s good exports as any merchandise. 
And the effect will be pi'eeisely the .same whether the scrip 
is that of a new venture raising capital iji England ; or whether 
English investor.s, according to a recent movement on the 
Loudon Stock Exchange, find and utilise faeilltie.s to invest in 
Indian industrial seeuiatics already oji the market. The export 
and import of securities, whether in the form of goveriimeiit 
debts, private industi’ial or commercial scrip, or even in the 
form of fiuance Bills already considered, inflncjice the coin’.se of 
exchange hi exactly the same way a.s llie ordinaiy movement of 
goods. The movement of good.«> it may be added, is often not 
controllable, at least immediately; but a proper, adequate, 
efficient banking organisation earn in time.s of stress, so handle 
the movement of securities as effectually would control the 
course of exchange. When, for example, in the early yeai’s 
of the Euroiiean War tlie Anglo-American exchange began to 
go sharply against Britain owing to her heavy oxce.ss of imports 
from .America, the British government tried to steads’- it by 
floating heavy loans in America at first ; and later on even went 
the length of a financial conscription under which British 
nationals were required to deposit all their holdings of American 

'37 


296 

\ 

securities with the Treasury to be sold in America at pinch 
with a view to support the Anglo-American exchange. If, 
in days wheii the Indian exports to the United Kingdom heihg • 
proportionately heavy, the exchange had to he raised by tWn' 
tiOYcnnnwit of India even at the cost of an unpardonable' 
breach of faith, the Anglo-American experience were reversed, 
and if the Indian Glovernment had endeavoured to utilise our, 
"Wine of nn])recedented eommerejal prosperity by buyhig up 
with the surplus exports Indian securities held by foi'eigners, 
the Indo-British exchange need not have been interfered with, 
and tlie Indian exporter — the most considerable interest in'the 
eountry'^need not have been penalised. But the Indian 
nuances are managed on lines so thoroughly original, that tin* 
suggestion of any imitation of alien experience would be an 
insult to orir administrators; even though the neglect to benefit 
by the experience of others reacts on us by substantial losses. 

The Imports and Exports of goods and securities, are thus 
the most considerable factor in sliaping the trend of foreign 
exchanges. But just as the movement of immaterial claims 
between countries are apt at first sight to escape attention* so 
there are other “invisible” factors which must also he taken into 
consideration, when trying to grapple with the problem of ex- 
changes. The expenses inenrred by foreign visitors in onr 
cotuitry will act as so much exports; and per contra the expenses 
of our citizens travelling or temporarily residing abroad wiU 
act as so much imports for which Ave must pay by exports. 
There is, generally speaking no means bj’- which the signifieajiee 
of these items may be measured. T,tkin.g the Indian ea.se, 
the g.ioss may be hasarded that there arc perliaps 2,000 Indian 
students in Europe, America and Japan Avho cost on an 
average £300 a head, and, so may be said to add to our Import 
figure £600,000 a year. Add another £400,000 on account of 
pther travellers, princes, idlers, sight-seprs, merchants public' 


representative &e. and we find we must provide at leasf 
£1,000,000 of exports to meet tliis charge. The converse stream 
of this nature in our favotir is much more difficult to estimate. 
But as the Himalayas have not yet been exploited to the same 
^extent as the Alps for attracting tourists, and as a good many 
of our '' visitors” are really “guests” — compulsory — at the 
Indian goveniment houses, this item in our favour, even if 
existing, must be veiy insignificant indeed. Closely connected 
with this item is that of the profits that foreign resident in one 
country may earn in the country of their adoption for remit- 
tance to the countiy of their origin. There is a considerable 
amount -of foreign capital in India, though no one can say 
precisely how much. Taking only the case of the jute, tea and 
planting in general, as well as the mining industries, where 
capital is largely of foreign origin; and thinking only of the paid 
up shai’e capital and debentures of these concerns we find that 
the total investment was about 37 ci’ores of rupees at the end 
of 1919-20, AVith an everage dividend of 10 per cent — ^by no 
means an extravagant figure — ^the claim on this head alone ought 
to amount to nearly 4 crores a year — another item of “invisible 
imports.” But this item represents only net interest to capital. 

It takes no account of the high salaries and allowances paid 
to non-Indian managers and commissions payable to similar 
agents. It takes no account of the profits earned by private mer- 
chants and unregistered firms of foreign nationality, nor of the 
professional earnings of foreign doctors, lawyers, engineers, 
architects &c. Altogether this item of “ invisible” imports, 
which must be paid for by material, exports from India, cannot 
be astimated at under Rs. 5 (irores per annum, and may even be, - 
for all Ave know to tlie contrary, as high as 10 crores. Against 
this the similar earnings of Indian capital and labour outside 
India are practically negligible; for Indian capital is not eA^eu 
sufficient for Indian needs; and is, therefore, practically never 


diir oxporls are registered as valued at the point of embareatioii 
wiihoui addition of freight. To illustrate. If in any year the 
Imports are registered at Rs. 200 crores, their real value would 
be, — ^let us say, only 190 crores, the ten crores being added by 
way of freight. Similarly if exports are valued at Rs. 250 
crores, the real charge to the buyer 'from India would be Rs. 257 i 
crores; but the benefit of this addition will be enjoyed by the 
transport agency. As regards the Banking and Insurance 
commissions payable b 3 ’ India the figure is even more difBcult 
to determine than that of freight- Statistics relating to Banks in 
India, particularly Exchange Banks are absolutely silent as to 
the exact volume of their total business done by these Banks in 
India. If we assixme that the total trade of India — about Rs 500 
crores worth — is entirely financed by these foreign banks in 
India, and that their commission works out at one per cent. — ^by 
no means an extravagant assumption unduly favourable to 
India, in view of the fact that the average discount rate in India 
is well over 6 p.e. and that the trade Bills are of about sixtj’ days’ 
duration — the commission of Bankers alone would amount to 
5 crores a year. Supposing ojie-half of it is borne by the 
Foreigai expm-ter of imports into India, even then the net charge 
on India would be about 2i crores. A similar sum on account of 
Insurance commissions) and we have about 5 crores of extra 
exports to provide at least on this accoimt. 

Leaving out of account the entirely invisible and immeasur- 
able charge of freight, we find that our excess of exports is more 
than swallowed up by the claims due against us by our “invi- 
sible” imports. For the sake of simplicity we may crystalline 
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and illustrate tlie wliole of the foregoing argnraent hy the fol- 
lowing hypothetical table 


- Onr credits on account of ; 

Crores 

JSJxports of goods Rs. 300 

visitors in India ’ ' . ^ 

Remittances of 

emigrants ” i 

Loans raised alroad ” 14 
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Our debits on account of 
Crores 

Import of goods Rs. 250 

Expenses of Indians 

abroad. ” 1^ 

Profits of Foreign- 
ers ” 3^ 

Banks & Insurance ” 5 

Government Stores 10 
War Office charges 1*5 
Interest on debt ” 15 

Leave &e Allowances ” 5 

Net Treasure 

purchase. '* 10 

.315 


The review of Indian Foreign Trade for 1920-21 saj's: — 

‘ ‘ The strong ijositiou built up by India during the war may be stated 
in terms of her balance of trade. But the caveat must be entered that 
no statistical demonstration of a trade balance, can ever give more than 
a general indication of the tendencies it sets out to prove. Altliough 
the balance is struclr on careful records of the values of merchandise and 
bullion imported and exported on private account and of the official transfer 
of private funds and secuvilies, the recorded values of goods are by Jaw local 
market values, and not invoice values and thus neglect the gain or loss 
on forward business. Nor does the record of transfers of f\mds and 
securities include transfers tlirougli private agency. No account is pos- 
sible of the fluctuating and unveeordcd_ “ invisible " items such ns fire, 
life and marine insurance premia, freight earnings, profit on foreign 
caiHtal invested in banking and trading enterprise in India, and private 
remittance generally. Again any attempt to cast a national trade balance* 
limited to one year’s statistics is purely artificial. The most correct 
estimate would bo one framed on a cycle of years, but this is inconvenient 
as no definite cycle can be laid down. On the whole, therefore, the annuo,] 
estimate, artificial as it is, has the merit of convenience when closely read 
wUh the record of preceding years, 2) - 
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We are not here eoneenied with tiie political aspect of tli6 
foregoing figures. They are appended as an illustration show- 
ing the currents and cross currents affecting the course of ex- 
changes. It is clear from tbe.se figui-es, — which, though not 
- — strictly accurate as statistics of any particular year, nevei'the- 
Icss represent substantiallj'^ the Indian situatioii, — that if our 
foreign exchanges are to be maintained on anything like stability 
we must either maintah) a steadj% considerable excess of goods 
exported OA^er those imported; or else develop ourselves the ser- 
A'ices and agencies for Avhieh Ave are noAv mulcted in damages 
by foreigners. The English example in this connection is AA'orth 
considering. Tliougli she habituallj’^ imports more than she ex- 
ports in tlie shape of goods, England nevertJieless had succeed- 
ed to a remarkable degree in maintaining her exchange, thanks 
to her “iimsible” exports in the shape of her shipping, banking 
» and allied seiwices, as Avell as the export of capital for investment 
abroad. The foIloAving table taken from the Daily Mail Tear 
Book for 1922 sIioaa'S a steady excess of imports into England. 


Years. 

Total Imports. 

Total Exports 

1910 

678,257,024 ' 

534,145,817 

1911 

680,157,-527 

556,878,432 

1912 

7 14,640, 31 

598,961,130 

1913 

768,734,739 

634,820,326 

1914 ... 

696,635,113 

526,19-5,523 

1915 

851,893,350 

483,930,629 

1916 

948, -506,492 

603,845,885 

1917 

1,064,164,678 

596,757,207 

1913 

1,316,150,903 

532,364,078 

- 1919 ■ 

1,626,156,212 

962,694,911 

1920 

1,932,648,881 

1,557,222,600 


Before .tlie Avar the steady excess of about £150 million in 
imports caused no anxiety to Englishmen re. the maintanance of 
their Exchanges, since the excess was the result of Britain’s 







invisible exports. During tbe War, when the vast trade rami- 
fications of Britain were upset, & tlie most complicated mecba- 
nism of modern international credit disorganised, England could 
not help declaring a national suspension of payments — ^v^hicli 
they camouflaged by christening it a “Moratorium.” for the 
occasion. Throughout the War this problem of maintaining 
the exchanges — so vital to a commercial nation like England — 
continued to intensify. Heroic efforts, — amongst which the 
pride of place must be assigned to the unhesitating carte blanche, 
given by the then Chancellor of the Exchequer and tlie present 
Prime MinLster, to the Bank of England on the national credit 
to assist all those traders Avho were temporarily embarrassed on 
account of the dislocatimi caused by the sudden outbreak of 
a woidd war — at last succeeded in propping up the British 
Foreign Exchanges throiighout the period of an unprecedented 
strain. Many of these efforts were reckless leaps in the dark. 
But good faith and patriotism combined to conceal the defects 
of financial statesmanship, fisince the War the artificial regu- 
lation of British exchanges has been wisely abandoned j with 
the result that though immediately the uncontrolled exchange 
■with America became unsteady and rapidly decliired, eventually 
it recovered with surprising vitality and is» since the begin- 
ing of this year, 1922, steadily creeping up to the pre-war, 
normal par. 



CHAPTER II. 


Normal Methods of Regulating Foreign Exchanges. 

Let us now consider the means by which in normal times 
exchange fluctuations can be kept within reasonable range. Even 
in ubrmal times — a typical pre-war year-when the mechanism 
was functioning beautifully, there were fluctuations either side 
of the Mint Par of Exchange, on account of the ascendancy 
which now this factor and now that got in the Foreign Exchanges 
market. Should the fluctuations go to extreme lengths, touch- 
, ilig or even exceeding specie points, there were radical remedies 
0 iii store which could immediately restore the level. But before 
these extreme measui’es could be adopted there were minor, 
^but not less effective,^ means for con*ectiug slight temporary aber- 
ratios. The par of exchange, for example, between London 
and Paris is £1 = 25.22- If on a given day in Paris the pound - 
sterling sells for 25.35, while on the same day the francs sell 
for 25-25, the holder of pounds in London finds the 
francs costing him more than in Paris. If he exchanges his 
-£100» for instance, in London for francs he would get 25.25 
francs; but in Paris he would get for the same sum of £100, 
25.35 francs. A clever operator would, therefore, sell, in such 
a case in Paris a Bill on London and with the same money 
buy in London a Bill on Paris; and pocket the difference. This 
, quick perception of even the very minutest difference, and the 
double transaction to take advantage of the differences is known 
as the Ai-bitrage operation- A difference much slighter than 
the one.mentioned above will be enough to induce alert bankers 
in constant touch with the pulse of the whole market to engage in 
these operations by simultaneously buying and selling at either 
end; so that the difference' is gradually destroyed by such 
competition, 
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Tlie same operation in principle is resorted to wlien a similar 
correction in rates for different kinds of bills on the same centi’e 
is desired. ‘'Suppose that in New York the rate for sight Bills 
is $ 4.80 and that the -rate of interest in London is 4 per cent. 
This means that the rate for 90 days Bills ought to be, in New' 
York, at the same time, $ 4.80> minus discount for three months 
at 4 jier cent, which is the same thing as .saying that 
must deduct 1 per cent, from the sight rate. >■ This gives 
us a long rate of $ 4.75 approximately. Now suppose that on 
a particular day, whilst the sight rate remains unaltered, the 
long rate suddenly goes to $ 4.79. This means that relativel^y 
lo the sight rate, the long rate has become expensive, so that it 
pays to sell it. Suppose that a man with a long Bill sells it, 
and uses the proceeds to buy the cheaper article, the sight rate. 
If, subsecpiently, the long rate fails again and the sight rate rises 
he will sell the sight, buy the long> and mai^e a pi’ofit out of the 
Iransaelion. To use the expressive technical term he has been 
“•straddling.” (Foreign Exchanges, hy T.E. Gregory p. 50.) 
The net effect of this transaction is precisely as that shown in 
llic l)re^■ious illlustration — equalisation of the rates. To prevent 
'such slight but annoying vai'iations, or at any rate to spare the 
traders much vexation resulting from the need of constant 
meticulous calculations about exchanges in future, banks in 
all the leading commercial counti’ies constantly hold themselves 
out as ready to buy or sell “forward exchange” at a fixed rate. 
A in India indents for machineiy worth £10,000 in Britain, and 
would like to know what precisely he would have to pay for it 
in rupees. The j)ayment is realty not due till say three months 
hence. If A’s banker is doing “foiward exchange” business, 
the simplc.st.thing for A would be to ask his banker to supply him 
witli the firm price in j'upees of pounds .sterling three months 
hence. If tlic banker agrees A would buy exehauge forward 
ud the Bank would sell it. A is then certain how much rupee 
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value he must provide against the £10,000. If he has boughf 
^ would have’ to find Rs. 1,52,380 in round terms. If, 
, however, in the meanwhile exchange should go up to say 1[4 d. he 
would have had to find only Es. 1,50,000. But this cannot bo 
- -helped and must not be regretted ; for if exchange goes down to, 
say l|3|^, he would have had to find 154835^-. The Bank take.s 
the loss as well as the" gain. The actmty of the Bank in this 

instance is commoudaij'e in so as it saver- vexation to its 
customer at the same time that it helps to steady exchange. 
The steadjung influence would be the greater as such transactions 
are more numerous, more constant and mor -2 evenly distributed. 

BiTt these expedients help to correct very slight and only 
dail 3 ’’ fluctuations. For the more pei’manent, more profound 
effect on exchanges, caused by some fundamental current affect- 
ing the main factors governing exchange movements, other 
'"means used to be resorted to. In countries where, thanks to 
a centralised banking system, it was possible effecth>^ely to control 
exchanges, the. central bank's fiat raising or lowering exchange 
sufficed to bring about the desired change. Tlie Bank of Eng- 
land before the War provided the most perfect example of such 
control. Since England before the War was the only free 
market for gold; and since the Bank of England was the most 
considerable holder of the available gold reseiwe of the country, 
it followed that the Bank of England’s decision as to the terms 
on which it Avould give out gold must be respected by all- 
Suppose the Anglo-French exchange goes against England, and 
threatens to touch and pass the specie export point. At tliis 
' time the Bank steps in and raises its rate of discount from say 
. 4 p.e. to 6p.c. The Bank is still willing to give out gold, but 
the means to obtain it have been made stiffer. Assuming that 
the adverse Anglb-French exchange is the fsult of an excess of 
French goods imiiorted into Britain, — which cannot for the time 
jbeing be altered, — ^this expedient of a rise in the Bank rate can 
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only end in inalnng money dearer in England. It would pay to 
any country having a lower rate to send money to England to 
earn this higher rate. Finance Bills, already noticed, will 
then come into operation and Bills on London will again be in 
increased demand. It may be that the French financiers them-^.. 
selves desire to benefit by this rise and against the heavy; stream 
of trade Bills on Paris they, begin to set of£ their 
finance Bills oji London. If so, the Anglo-French 
exchange would be automatically' corrected by action 
in these two countries only. But if the French finan- 
ciers would not be hooked bj’’ such a bait,' it may quite pos- 
sibly happen that some other country, say Germany or America 
takes advantage of this higher rate in England, and sends its 
money over there, drawing at the same time from France. The 
mutual intimate inerconnection and inter-dependance betweefi' 
the trading nations of the world was one of the most wonderful 
features of the organisation. So alert and sensitive, so alive"^ 
and responsive was this connection that at the slightest touch 
it* could be called into action, and set in motion in almost any 
direction required, England, with its free market for gold-the 
idtimate coi-rective for all exchange aberrations; and its highly 
centralised banking system, was able to bring into play such 
international forces far more easily than any other country 
in tlie world. But even England could not but respond to any 
considerable current affecting exchanges in any other country. 
The American crisis of 1907-8 is an instance in point to show 
that England could not herself remain unaffected by suddenly 
altered world conditions. But, so long as the basis of all 
Foreign Exchanges was not materially altered, the expedients 
above-named could supply, with more or less efficiency, the cor- 
rectives desired. 

The final corrective, however, was to be found in the move- 
ment of specie, usually gold. Jf exchange went against a 
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country, say against America as between Britain and that con- 
tinent, and there was reasonable ground to apprehend that the 
specie export point from America would be reached, the Ame- 
ricans would have nothing for it but to export gold to England. 
,Such a* substantial change must be the result of really very heavy 
imports of British goods aiid services into America not quite 
balanced by corresponding exports. The explanation very like- 
ly is that it paj’^s America to buy in England, because British 
prices are lower, and does not pay to sell to England in the 
same proportion. The export of gold to England would, 
according to accepted orthodox i-easoning, render the quantity 
of money smaller in the slates, and therefore the prices in 
America of things in general would fall. Conversely the receipt 
of American gold in England would add to the quantity of 
money there, rendering it eheapei-, and so bring about a rise of 
prices in England.- With the fall in prices in the States* it 
would be more and more easy for Americans to find markets for 
their wares abroad. Exports would thus be stimulated from 
America, With the rise in irrices in Britain it ^vould be ad- 
vantageous to import cheaper foreign goods. Hence the origi- 
n^y disturbed equilibrium of trade conditions undergoes 
another oscillation and the pointer in the scale reverts to the 
normal. Exchange is I’eetified most effectively and finally. 

As the movement of specie is believed to have far-reaching 
effects, there is an instinctive aversion on the part of those engag- 
ed in the business of Foreign Exchanges to resort to it, except 
as a last resource. For spe<;ic movement, once permitted, 
might set in motion forces which it might be beyond the power 
of the ring of, international financiers to control, however, effec- 
tively they are otherwise controlling and regulating exchang- 
es, Hence they would trust to discount rates and dealings in 
securities and finance Bills and all the other expedients before 
touching this last button. The neryousness, however, about 
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tlie movement of specie is unjustified to any one who understands 
and accepts the foregoing explanation of its consequences. It 
is only when the evil has gone far beyond such tinkering or 
normal usual repairs, that it becomes imperative to reconsider . 
the entire situation. As the result of the last War, the wholsr 
problem of Foreign Exchanges has come to be so complicated, 
tliat it is now necessary to turn our attention to tlie extraordinary 
measures now being suggested for regulating exchanges. 



CHAPTER HI. 

• Special War Measures Exchange Regulation. 

Lei us now consider the special situation caused by the War. 
We have already considered elseAvhere in this work the ti’ade 
and exchange position of India during and after the Wax*, and 
discussed the I’emedies adopted. As, however, it has often 
been 'declared that the exchange troubles consequent upon the 
War 'ai-e by no means peeidiar-to this eounti’y; and that in a 
lai’ge lueasui’e the3’^ are the i-esult of woild conditions) it would 
not be out of place to examine bideflj’^ the development and 
ti’eatment of the exchange pi’oblem as it occurred in the belliger- 
ent counti’ies and has eventually affected also the neutrals. 

As one of the first consequences of the out break of hosti- 
lities the f reign exchanges all ox'er the world begaji to be strained, 
and threatened to snap. At the outset of the period 1914-1922 
the problem, it niixst be noted, though apparently the same is 
essentially different. The first shock of a world-wide War 
rudely shattered the whole stmclure of iiiteniational credit, 
so that creditors .could not I'ceover their dues fronr abroad in 
the normal way, and were thus themselves rendered unable to 
meet their obligations. There could be, in August 1914, no 
reasonable doubt of the solvency, taken collectively, of all inter- 
national obligations ; and %'et the inabilitj' to meet them threaten- 
ed to disorganise exchanges. The remedy for this situation 
was no longer in private hands. The strongest central Bank 
dared not assist embai-rassed traders to. liquidate their obliga- 
tions, for they knew not when they — ^the Banks — ^themselves 
might feel embarrassed. And j’^et ii xxas obv'oti.s that if tliis 
feeling of selfproteetion and one’s neigh bo n i ’s distrust uas al- 
lowed to spread, the calamity instead of diminishing, would 
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only intensify. Hence the governments of the principal beV 
ligreiit countries intervened, by declaring momtoria> or legalised, 
authorised suspensions of payments for a specified length of time 
to enable the embarrassed trader to feel his "way, to realise his 
claims and meet his debts. Where this facility . did not sutfice — 
France, England, Germany all were obliged to declare a 
inontiorium in the early months of the War — ^the Government 
intervened more directly. Mr. Lloyd George rose to the heroic ■ 
height of authorising the Bank of England to discount all good " 
trade bills, and undcrtcck, on behalf of and in the name of tlie 
British nation, to see the Bank safe in the event of any loss 
being incurred by the Bank by such a piece of national service. 
The more fullj’’ to enable it to discharge this great function 
the Bank Act of 1844, imposing a I’igid limit on the note-circula- 
tion of the Bank of England, was .suspended. It is not clear if 
this last facility was aetualls' availed of by the Bank. It is- 
probable the Banl^'did not need it owing to the issue of Treasury 
notes by the Government themselves for the purpose of currency. 
In any ease, but for these exceptional, extraordinaiy measures, 
it Avould have been impossible to control the situation. No one 
knows — no one will ever know the full extent of the liability in- 
curred for the nation by .such a blank cheque being issued to the 
Baidc of England. It was a. sublime instance of fools rushing 
in where normally angels would have feared to tread. The 
Bank of England i.s reported to have recovered eventually all the 
advanccs-aggregating some £600 million-under this . authorisa- 
tion, cxcei)t about £37 million which is propo.rtionately a mere 
bagatelle. Tlie last }ncasine of its kind was the closure of the 
London Stock Exchange — an .unheard of event for more than a ' 
eenluvy — also for the same end. Altogether by a happy com-' 
biualion of skill sy in ])athy, -patriotism and dare devilry they 
managed to get the situation well in hand before it was -quite 
realised that the War was going to be something more than a 
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short, swift, smashing compaigu of complete and final annihila- 
tion. 


The measures adopted in other countries, notably Germany 
and France-wore more or less parallel to those reviewed above. 
Of course tlie local peculiarities of each country gave the tone 
aiid form of the specific measures adopted everyudiere. But 
in all these' cases taken eolleetivelj’’, the point we have to note 
is: that while in the early months of the war the problem of 
exchanges w’as a problem of affording temporary relief against 
sudden embarrassment caused to unsuspecting and otherwise 
soh^ent traders, the problem thereafter becomes quite different. 
In the first months it was a question of offering sufficient cur- 
rency; so they removed restrictions on the Banks of issue. Tt 
was a problem of allowing international dealers to v/ait till 
they could obtain from their foreign constituents the amounts 
owed. Hence they declared moratoria. It was a problem of 
avoiding foreign commitments which might not be recovered. 
Hence they closM the Stock Exchanges. It was a problem 
of allaying domestic' panic. O Hence they removed currency res- 
trictions and even issued additional currency. 

All this is vitally different from the problem as it shaped 
itself” during tlic progress of the War, and is now confronting 
■ all civilised peoples. The germ of the new problem is to be 
found ill the measures adopted to solve the first difficulty. 
The ci*ea,tion of additional currency, for example, the fiat money 
of governments is -the first step for inflating- prices by the super- 
abundance of the media of exchange. Originally created to 
allay (ionif.slic distrust'and prevent an ugb’^ rush on the Banks 
if was gradually puslied to economically indefensible limits by 
the war financiering of governments unable to meet the heavy 
drain of \Var from current or even increased revenues. The ' 
increased media pf exchange led to a rise in prices, at first in the 
39 



telligeraiit countries adopting this short cut to perpetual 
solvency ; but eventually also in neutral lands owing to an in- 
crease in those places of gold as cover for' their paper currency. 
One thing led to another; and ^11 the while the normal eco- 
noinie forces ■were supposed to be obscured or .suspended, they 
Avere ceaselessly, ruthlessly asserting their existence and vitality. 
Because currency came to be inflated in the belligerent countries, 
and prices, in consequence, rose there, it became more and 
profitable to sell in these countries by neutrals whose 'level' of 
prices had not yet increased in proportion. The increased 
sale of foreign neutral commodities in belligerant countries, as 
much because of the increased prices as on account of the ge- 
nuine Avar demands, the Imports into the belligerent countries 
began rapidly to mount up. And as the Exports of belligerent 
countries could either find no market abroad at the enhanced 
prices ; or the entire industry of the belligerent had to be revised^ 
in vicAV of Avar needs for munitions, ajid so the §xports had neces 
sarily to be curtailed ; — it followed that the balance of trade must 
swing sharp against the belligerents. The oiily chance to rectify 
the balance AA-as to export seeurit 2 c.|NAvhen good.s had failed. Bui 
the genuine securities representing real material Avealth wei’e, in 
the richest of the belligerents, inadequate to meet the sharp 
eui’ve of excess imports. And the faked securitie-j in the shape of 
loans abroad, though for a time useful in stabilising exchange, 
only helped in effect to perpetuate the vicious eii’cle. Boitoav- 
ing abroad had to be paid for — at least interest. The War Avas 
still continuing and its claims rose more beavdly than eA-'cr Bor- 
roAving at home, therefore, had to be eA^en greater heavier, steadi- 
er than in foreign countries, resulting in further note-issues' 
further rise in prices, further excess of Imports, further deflec- 
tion of exchange. 

Before continuing this argument further let us substaJitiale 
It by the folloAving table; 



Table A.— Currency Circola'ciqn. 
' (000i_000*s omitted.) 
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Holland Gulden 17 7® 69 4‘ 317 404.1 — 119* 1,099 1,218 



Thisc figures are taken from Paper Ko. IH of the Brussels conference. Some countrieSj have, however 
keen deleted from the table es given above The same remark applies to the Tables that follow. 
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Compared to 1913 the currency had increased the most in 
Germany? being 3023 as compared to 1913, and the increase has 
been more than doubled since then being, according to the latest 
available figures,. 142 milliard marks. The lowest increase is in the 
United States, if we exclude India in whose case the later figure 
is vitiated on account of the gold in circulation being not in- 
cluded. The next table, compiled from the s.-xme SLUx*ee shows 
the growth of prices. 


Country 

Post-war, Ac- 
tive Circula- 
tion as a Per- 
centage of 
Pre-war. 

Post-war, 

W h 0 1 e s ale 
P r i 'o e s as a 
Percentage of 
Pre-warPrioos 

1 

Periods 

(«) 

United Kingdom 

{h) 

• 250 

(0) 

317 

31 7-14-31.3-20 

Prance 

a78 

425 

31-12-13—31-12-19 

Italy 

649 

457 

31-12-13 31-12-19 

Canada 

(209) 

t'81 

233 

30-6-14 - 31-3-20 

tX&psiii 

301 

31-12-13— 31-1-20 

Sweden 

312 
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USA 

172 

219 
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Country, 


il 





1919 These two 



■i 






Tables may 

France- 





j^HII 



Prices 


116 

169 

206 

309 

358 

429 

Not be taken 

Notes 

• • 

175 

233 

292 

391 
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190 
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Tlie following table, tlie last of its kind, shows the changes 
in the cost of tlie dollar— the only reliable standard in exchange 
calculation — ^in the dilferent countries, since the signing of the 
armistice. A date after the armistice has been selected as the 
starting point because in most countries exchange .Avith America 
was “pegged” during the War and for sometime after. 
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- We may next examine the methods which were adopted 
during the War for controlling exchange, and wei'e more or less 
successful while the sovereign necessity of the War lasted; hut 
have since proved futile. 

The analysis we have given above cuglit to make it clear 
that if foreign exchanges were to he really, permanently, soundly 
rectified, the only means were: (1) no interference with the 
currency at home he 3 ’ond the necessary amount of deflation to 
offset the mischief of the inflation already achieved. This 
would restore price-levels to more reasonable and normal con- 
-ditions; and, thereby? so act upon the Balance of Trade as would 
automaticallj’’ correct the exchanges. The compelling necessity 
of War prevented manj* countries from adojiting this one sound 
remedy for controlling or correcting exchanges. But they 
could not help seeing the logic of facts; and so they tried to 
prevent fluctuations in the value of local currenc 3 \ Two ex- 
pedients were adopted to acliieve the end. (A) The fir.jt — 
known as Pegging the Exchange — was adopted by .the British 
Government for the control of the Anglo-American exchange. 
They guaranteed that tlie London New York rate would remain 
at $ 4.60 = £1 and, to make good this guarantee, instructed 
their agents J.P. Morgan & Co. to bu.v up all Bills on London 
at this price- It is obvious that'tlie price could not fall so long 
a."? the Moi’gans had funds'supplied them by the British Govern- 
ment to pay for the Bills thej’’ buj-. The funds were obtained 
^ and supplied by the British Government from (i) the proceeds 
of Ijoans raised in America on the credit of the British Govern- 
ment; and (ii) by the sale or mortagage of dollar securities 
owned, by British citizens and requisitioned from, them by Sie 
British Government. - It was lucky for Britain that America 
entered the War on the side of the Allies just as the funds 
arranged for the stabilisation of the Anglo-American exchange 
came to be exliausted. Por thereafter it became the 



joint concern of the tivo governments all through the year and. a 
half of the War, the “pegging” operation never appeared any- 
thing but successful. But its success must not be suffered to_ obs- 
cure the fact (x) that the artificially high exchange helped to sti- 
mulate British purchases from America, which were costing in 
dollars less than they would have if exchange had not been thus 
controlled. (y) And the greater the British purchases in 
America, the heavier the strain on the exchanges> the higher the 
cost of “pegging.” (z) The only solace — ^not merely of an 
academic kind — against this increasing cost of- exchange — 
pegging was the fact that, apart from the attempt 
of the British government to restrict “luxury” Imports 
from America, there Avas the steady rise in prices in 
America, brought about imperceptibly but effectively 
by til is very provision of artificial exchange which 
thereby restored someAvhat Avhat Prof.’ Cassel Avould 
call the Pv.rchasinQ Power Parity, even Avhen the mint Parity 
had been destroyed. (B) The second alternative of fixing the 
value of cue’s oavu currency was tried during, the War conspi- 
cuomsly by Germany. It fixed the value of the mark and laid 
down rates at which within Germany the mark could be exchang- 
ed for neutral currencies of Switzerland, America, or the Scandi- 
naA'ian countries. This is a special application of the Avider 
principle of controlling prices of commodities tried. in many 
other countrie.3 besides. As the fixing of the Amine of the^local 

\ • i 

currency had to be undertaken to prevent an all too patent 
decline, the point actually fixed .at enabled the local purchaser 
to obtain foreign prochiets cheaper than Avcnld have been the ease 
if the exchange price of the local currency had been left to -the 
normal inay of economic forces. As and Avhen this artificial 
ciieupne.ss of foreign goods led to increased imports, the strain 
on the regulating authority became grealer in proportion. It 
had, in consaiuence, either to raise exchange and thereby tacitly 
admit the depreciation of its currency, or restrict imports. But 
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in times of "Wiar, inspite of all restrictions, certain imports must 
be allowed. And there is the additional factor of foreign specu- 
lation in one’s local currenej* which the regulating authority 
cannot prevent or control. By a simple process of repeated 
c^Schanges of German marks into saj’^ Danish ci’owns and vice 
versa, the intelligent speculator can go on getting a profit until 
the Government of Germany is forced to alter its fixed rates of 
-exchange, or else to adopt measures against these speculators and 
their accomplices or tools in Germany itself. 

The foregoing criticism against such historic examples must 
not be interpreted to imply their utter and absolute futility. 
They were at best expedients; and as such had their obvious 
limitations. The success of the operations depended as much 

upon the intrinsic soundness of the expedient, as on the effective- 
ness with which their limitations were guarded against. The 

same, muiatis muia'.idi must be said of the two other genres of 

expedients) employed during the War' by the belligerents to 

regulate exchange, (q) The desire, for example, to improve 

or increase the purchasing power available abroad, ciystallising 

in such methods as (a) the requisition of foreign securities held 
/ 

by the'nationals for the purpose of sale or mortagage abroad ; or 
(b) raising leans abroad; or (c) gold export are capable of 
'supporting exchange to a limited degree. The first tv/t) arc 
possible only to rich nations likp Great Britain, with a large 
store of accumulated wealth in the shape of foreign- inve.SL.ucnts, 
and an excellent credit. And even in their ease the extent to 
which those methods can be depended on is limited by the mag- 
liitude and duration of the demands made. The third alterna- 
tive — Gold Export would in normal times be the most effective. 
The mere threat of gold movement used, as we have seein to 
correct exchanges. But the gold hoard of the richest country 
would not have sufllced to meet the demands of the last ^Y'ar. 
England, for example, had an effective command of about £75 
40 
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million, while tlie average monthly balance against her was about 
£30 million- In less than 3 months England’s gold hoard would 
have been dissipated, and the balance against her as great as 
ever. It is po.ssible to argue, a 'priori, that the export of this 
gokl from England would have caused a faU. in prices, and its 
import in America a rise of prices there, "which would have at 
once corrected exchanges. But a moment’s reflection' would 
suffice to clear the fact, that not only prices do not respond- iiU- 

JC.* ^ , 

mediately and precisely to the changes in the quantities of money 

in a country ; but that in view of the War needs, the possibility 

of automatic trade correetioii by price influences 'was out of the 

question- For certain goods — ^munitions and material had to 

be ordered and imported> "ivhile the exports must perforce be 

curtailed owing to the unavoidable diversion of industrial plant 

for military requirements. For these reasons, gold export, 

jiormully the most efleetive means of exchange regulation, w^^ 

not even touched upon. Gold export "was almost eyerywhe’i 

prohibited, not because the little stock of gold could really pr£.-‘ 

\ 

' vent prices rising at home or exchange becoming unfavourable, 
hut I’athcr because it was instinctively recognised as usele.ss to 
dissipate this one means of defence or protection. (C) The. 
last method of restricting foreign obligations, and thereby dimi- 
ni-sliing the ])ayments to he made abroad, may be found in such 
expedients as (i) the restriction or prohibition of certain classes 
of imports and (ii) the prohibition of the export of currency or 
capital. The former was tried in the shape of heavy eusloms 
duties on such articles of Inxuiy as motor-cars or cinema' films 
from the 1915 Budget in England. But though the restricted 
imports may liavc ‘declined, and total prohibition may have been 
cli’c-etive, it does not at all follo"v\' that the effect on exchanges — 
llu? raison d'etre for which these measures were adopted — ^vonld 
be in proportion. So long as tlie' War needs go on demanding 
certain unavoidable imports; and so long as the same dominating 
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factor prevents the exports of the restricting country from 

improving, the exchange difficulty would continue as great as 

ever. Tlie scheme of controlling or prohibiting export of capital 

^or of currency, in the thousand and one forms in which such 

. \ 

export may be concealed requires a very delicate mechanism, 

too elaborate in its conception and perfection to be suitable for 

daily rise. If successful, however, for a time at any rate, such 

a provision may siTCceed in correcting or improving the trade 

balance- But the confusion of thought which considers the 

speculator iii currencies as bringing about the complications in 

exchanges, whereas in fact it is more often and more correctly 

the dislocation in -exchanges which tempts tlie speculator, must 

be particularly guarded against if such nieasui’cs of currency or 

capital regulation are at all to be effective in the matter of cor> 

reetijig F.oreign Exchanges. 

/ 

Most of these measures were adopted here and there during 

tile "War. And so the Brussels Financial Conference suggested 

an abolition of all aitificial restrictions for the benifit of ex- 

/ 

change. It is true the removal of artificial methods has, in the 
case of Anglo-Brit'sh Exchange at least, been followed, after a 
short, sharp spell of heavy decline, by a gradual recovery of that 
exchange. But the case of Britain is apart. The other coun- 
tries of Europe are practically all suffering from a heavy a»,d 
increasing depreciation of their currency, and consequent decline 
in their exchanges. And unless some means is found to rehabi- 
liate the‘:e currencies and restore these exehauges, the economic 
recovery of the lyonld must be dispaired of. 
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POST-BELIiUM EXCHANaE PROBLEM. 

In considering remedies for the existing situation we must 
not overlook the causes that has brought it about; The special 
difficulties of War time have become intensified. The exhausted ^ 
belligerents are all revolving in a vicious circle out of which there 
seems to be no exit whatsoever. The victors, particularly 
France, seem bent upon obtaining the stipulated indemnity to 
the last farthing, and hope out of the proceeds to. make good 
the ravage of War. But at the same time they do not desire" • 
to allow the vanquished to obtain a footing in any of the world 
markets for purposes of export of their goods. The vanquished 
have got on ready-made, laboratorj^-bom store of gold to pay 
this insatiate and impossible demand from the victors. The 
only way for them at all to meet these liabilities is the export 
of their goods and services. But before exporting they must - ■ 
import, and the short sjglited war-hate of some of their ex-ene- 
mies will not allow them to enter any world market for export 
or import if they can help it- Germany has not yet followed _ 
file example of Russia in completely repudiating the Kaiserlich 
debts at home or abroad. But though for the moment she is 
sti’uggling to maintain her commercial solvency in face of a 
niost imminent bankruptcy, she has been obliged to water her 
practically inconvertible paper currency to an alarming extent, 
making the mark, which was formerly equal to one shilling 
" roughly, equal to less than a farthing. This great increase in 
circulation has been brought about by the desire to obtain essen- 
tial commodities, and pajdug for them by the export wlicrever 
possible of a steadily depreciating currency. The rise of prices 
nin-oad is foIIoAved by a corresponding, though not equivalent 
vise at homej and thanks to that rise the GoA^ernmeui Budget 
has to be balanced by a further increase in the uncovered cur- 
rency. And so the A’iciqns circle goes pu pei'petuating. - 
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The fate of Germany is but a pale reflection of the tragedy 
enacting in other less fortunate peoples who are being suffocated 
by a flood of inconvertible and worthless paper, bringing in its 
train increase of national debt> increase in the Budget charges 
- for debt increase in prices ad hoc genus omne ad infinituin 
Hence it was to eountei’act this most impoitant of the e’idls of 
-the present situation that Dr. G. Vissering, President, 
of the Netherlands Bank, suggests, in his pamphlet on “Interna- 
■ Honal Economic and Financial Prohlcnis,” — 

.“I wi.s]i to call attention to four fundamental points which are to 1)0 
observed when resolvingf this chaos: — 

I The c-esEation of producing artificial purchasing power by the 

issue of Government and municipal debt and paiJer money 
(including bank-notes.) 

II The revision of the Debts. 

, ' V 

III .A general credit organisation, in nhich practically all 
countries of tbe world with extensive financial and economic 
rc.ourees could participate. 

. ■ IV The institution of a sjstcni of organised barter for thoso 

states Avliose currency can no longer be acceiJted as medium 
of payment in the world traffic. 

Tlie first tivo arc intimately connected and cannot be effec- 
tively remedied unless the suffering countries are economically 
restored to scmetliing like their normal footing. No doubt, 
as Prof. Cassel suggests, the limitation of, or even complete ces- 
sation of the new issties of inconvertible paper-monej'^ is an 
essential and concomitant condition for any successful attempt 
at a- solution cf the exchange problem.* But apart from 
the inherent difficulty in inducing such an agreement, the chances 

Prof. GuSiav Cassel li.-.s in a Avork called “The World's monetary 
I'roblems’’ submitTod Iavo memoranda for the monetary reconstruction of 
the Avorld. Ilis basic idea seems to be a firm belief in the Quantity Theory 
of ktoUey, Avhidi, in the rhape of huge stocks of inconvertible paper, is 
Sending up piiees like rockets in the countries afflicted Avitli that curse, 
put' the rise in prices AAithiu a gh-en country, caused by an excessive supply 


(ContiinieA from previous pogo.) 

of e^lTreucy, 'will prevent exports from tliat country unless foreign exchanges 
go against that country sufficient to eounterhalance the rise in prices at 
home. If exports are stimulated hy such an nnfavourahle exchange, 
domestic prices nill respond and once again there would be established 
what Prof. Cassel would cal] a purchasing power parity. ‘ ' In other_ words 
the theory asserts that not the balance of trade, but the relative price levels 
ultimately determine the rates of exchange.” (Gregory op-cit^ p. 84) 
The Professor, therefore, considers the problem now presented to ' be a 
problem of preventing the “overvaluation” or “under valuation of cur- 
rencies in terms of the purchasing power parities. He would, be indiffer- 
ent to the actual increase in currencies if only he could be assured that 
further inflation will not take pla<M. Pot the existing volumes of cur- 
rencies, he thinks, would automatically establish their own purchasing 
power parities; and as soon as that was reached, we might even adopt 
moans to stabilise or fix the values of the depreciated currencies- at the' 
new ratio to gold. - . . 

These vieivs of Prof. Cassel met with well-deserved consideration at 
the Brussels Conference where he appeared to disapprove of inflation, and 
thus seemed to strike a note of moderation or orthodox economics, 
body quite noticed the implication of his indifference to depreciation v 
currency actually accomplished, provided no further inflation was allowed. 
Prof. Cassel seems to regard a return to the old level of prices- unattain- 
able, though as a matter of fact the old or -pre-wt.r le\el is bj' no me-'ins 
so antiquated, nor have all people so fully acqi’iesced in the new level, as 
to make his suggestion entirely innocuous. He was himself prepared to 
admit in his first memorandum for the Brussels Conference, that for 
- countries -with the least depreciated currencies a return to their old gold 
pars would offer a very suit<nblo compromise betAveen the new level of prices 
and the pre-war level, though even then he feared the prices reckoned in 
gold might be too slow, and might go’ on falling unless .all countries agreed 
not to demand gold either for circulation or rbserves. In Ms second nremo- 
randum he becomes much more apprehensive. The deflationist policy of 
America, coupled with her high tariffs, makes him doubt if the return to 
gold standard by any single country «in be aceomplishcd even at a reduced 
parity (p. 121 et seq.) He forgets, however, that in pinetice there is no 
difference between gold locked uj) in reserves of na ’.ional banks of a country, 
unavailable for all practical purposes,- and gold e.\'ported, say, to America. 
If anything the latter nonld be serving some useful end. Prof. Cassel ’s 
idea, therefore, of restoring stability in international exchanges* by stop- 
ping inflation by joint agreement and conserving gold is likely to be 
throAvn in the background by the isolated action of individual countries pn 
similar linos. 
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of effectiA'c restriction of papor money by countries overburdened 
by war debts are execediiifrly remote- The last two suggest, 
therefore, a separation of the purely economic side of this pro- 
blem from tliat other aspect of it which is iiidi.jsolublj'’ connected 
- with politics, leaving the question of national debts 
and Budget, as well as their corroUary of inconvertible paper, 
apart; and treating only of the means to rehabilitate trade and 
through it exchange. Dr. Vcssering suggests an intemational 
credit organisation in which countries with sufficient 
financial and economic resources could participate. And in 
the case of those countries whose financial and economic con- 
ditions do not permit of such participation, this experienced 
man of affairs sugge.sts a system of organised barter. 

It is in the third of the above suggestions that we could 
apply .schemes like the now famous Ter Meuleu scheme of inter- 
national exchange. Brieflj' stated that scheme consists in fixing 
for all the valuable assets of a country intending to participate 
in the scheme by an International Commission, as it is called in 
the scheme, their' gold value, or I’ather “tlie gold value of the 
credits which- it would approve against the security of those 
assets.” On this gold value, the participating governments 
may issue bonds, of such form, date of maturity and interest as 
the Commission fixes, and emmerating on the 'bonds the assets ’ 
pledged against them. , The Government issuing the bond fixes 
its denomination as well as the specific currency in which it is 
to be issued. As the assets pledged against these bond^ are 
earning assets, the revenues from these assets are reserved for the 
service of the boiids. The administration of these assets may ^ 
be left to- the issuing government or to the Commission as the 
League of nations may determine ; but in the event of a default 
by the government concerned the administration must be passed- 
on to the Commission. 
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In facilitating: trade, or tlie grant of Commercial credit tlie 
bonds may be pledged directly by the issuing government as 
collateral for credits for approved imports on its own account, 
or by its nationals, to whom the bonds may have been lent by 
their government to be pledged as collateral for credits for 
ajiproved imports on private account. In the latter ease the 
bondissuing government is at liberty to fix such terms as to 
security &c. as it chooses. These bonds are to be u.sed preferab- 
ly for importing raw materials and prime necessaries as will 
enable the borrowing countries to re-establish production 
especially for export; and to this end a schedule of. approved 
imports may be drawn up by the Commission and the govern- 
ments concerned in consultation. 

The bonds, dulj' eounter-signed bj' the Commission and secur- 
ed against specially mentioned assets, may be used by the Im-' 
porter to pledge with the exporter by way of guarantee of pay- 
ment. 'When the bargain to which the bonds relatp is completed, 
the bond • must ho returned to the importer who must surrender 
them to his government. If the importer fails in his obligations, 
the expcrler maj- either retain the bond till maturity, ‘or sell it 
in the marlvct, unless the issuing government, which must be duly 
informed, intervenes and i)ays the exporter Iiis due and reeeh’es 
back the hi nd. The sale proceeds' of a bond must be applied 
first to satisfy the exporter's clain on the defaulting importer, 
and the ; urpius surrendered or- accounted for to the issuing 
governi i nt. The bonds returned or purcliased by a govem- 
Kient must he forlhwhich cajicelled, hut caucelled bonds 
may he replaced by other equh-aleut bonds subject to the 
appro'-al tf the Commission. Out of the revenues of the, assets 
pledged, (i) 10 per cent, .should be reserved for a sinking fund 
for the re(lcmi)tio)j at* maturity of the 'bond-s outstand- 
ing, \(ii) a cover provided for all coupons falling due 
in the next year aud (iii) a reserve in snob currencies 
as the commission may determine for the redemption 
pf any bond sold by an e::porter. 


This sclieino is purelj^ comniereial and can, if at all, be I’oatis- 
ed in practice only if the participating governments agree to keep 
tlie eoinniercial asiiect of the problem — viz. financing of imports 
and exports (ni a stable basis of exchange — rigorously apart from 
tile political si<le. But such a complete separation is next to 
impossible because in the movement of goods, or rather in the 
groivlh of their export trade lies the onlj’^ salvation for those 
states of Europe who have any intention to pay up tlicir debts. 
And, if we ai'e to judge from recent histoiy, there seems to be 
no desire to allow freedom of trade which might pos.sibh* result 
in the ex-enemj' counti’ies ousting theii’ suecessful rivals from the 
market^ they have acquired and monopolised thanks to the tVar. 
And there is the further difficulty, that for the succes.sful opera- 
tic'U of 1.his scheme the participants mn.st agree so to arrange their 
fh.nncoo as not to' allow the defects of the latter to vitiate the 

inherent merits of this scheme. But this is no better than a 
pious ho])e. "Without an iuteniational agreement in this behalL 
it is absurd to expect auj’’ of the war-worn countries to tiy on 
its own behalf to set its own house in order. It may be possible 
ilcr a rich community' like the British, but even for them the 
strain would be very heavy. The fact that Britain has not even 
Y.OW made any advance to consider any proposal for, an all round 
cancellation of debts is sufficient -pi’oof, we think, of the nature 
of the strain, though its exact degree cannot be known by any 
outsider- 

But apart from these difficulties connected with national 
financing and international obligations, there are defects in the 
Ter Jleulen Scheme itself which prevent it from being given 
effect to. The valuation in gold of productive assets of a country 
to be offered under the scheme as collateral for individual credit, 
is in, itself a difficulty problem tliat Avill be rendered still more 
difficult, if one considers the question whether gold itself has 
not aliifted its moorings; whether it ever had the fixed anchoragjj 
41 . . 
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ill tlic sliifting sands of exeliange values of eommodities tliat 
is genera II3' credited to have had. Bnt even granting that the 
gold valuation of such assets as railwaj^s or .forests or mineral 
Svealtli is possible satisfactorily to fix, there is the much greater 
difficulty of their admi lustration. The railways of Germany, 
for exain])le, used, before the War, to be a great earning asset. 
Since tlie Peace they have needed subsides in spite of repeated 
iiu reases in I'ates 'riie gold value of an assei’whieh is actually 
making a losh would be (/uly hypothetical. But even with this 
hypothetical \alue, the (piestion of administration aiid manage- 
ment W(;uld be the hardest nut to crack. No country can afford 
to surrender control of such vital factors in its national well- 
being. And no corporation can take over bonds, the mortgage 
against which is practically impossible to foreclose. Unless the 
pre.sent vague idea of a comity of nations i.s transformed ihto* 
the fact of a strong international state — if it is not a contradic- 
tion in term.s to apply this description to such an institution — 
l^vith sufficient effective powers entrusted to the central body to 
carry out such schemes, there is no chance for a satisfactory 
solution cf all the knotty problems of valuation' administra-» 
lion &c. 

Pending Mich orlhodox solutions on conventional lines, it 
'would perhaps be a more cri'ccUve solutiou of the world-problem 
to divert atteiiHon to the pos-dbility of a whole sale sj'stem of 
treaty -regulated barter. The A nglo-liu.ssian trade arrange- 
ment, though crude) may yet -be a serviceable model; and a better, 
more efficient precedent might be found,' if need be, in the col- 
lective bargaining of the various co-operative Avbolcsale Societies- 
in the differout countries. Dr, Vissering. explains his scheme 
for organi.sed barter in the following terms: — / 

"The simjdest form uill bo that two cohntvies set np 

.such a barty iusUlution between them- ' Take Germany 
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and tile Nctliovlniuls as an oxanijdo. (■icrin.-my would liavs 
to prepare a list of the poods she wishes 1o hny, and the 
Netherlands wonld stale the qnanlitios wliieh Ihey would 
eventually be able to supply to Germany, ricnnauy would 
further have to furnish a list of what she could deliver 
immediately and what within a comparatively short time, 
say three months to a year, after the harvest or completion 
of, the process of manufacture. All these inquiries and 
- offers on either side will hjive to be registered at the Barter 
institute. On regi.stration the value will have to be deter- 
mined for which purpose the mark now in eiroulntion can 
no longer serx'e. The value could, Ihcrefore, be fixed for 
both parties in Dutch guilders, or, if one has not sufficient 
. confidence in the stability of the value of the gixilder. a new 
unit of account can be selected c.g. a fid ire gold mark or a 
fietive gold guilder, which would, in the end. naturally come 
to\the same thing. Those offers, and, when actually eanying 
oui the deal, the delivery of the goo'ds can then be cleared 
for their value, as is constantly taking place in contango 
busine.s.s, when dealing in futures and between bankers. 
Large amounts arc thus mutually exehaiiged by striking 
them off on eillie]- side of tlie aeennnl and only adually pay- - 
ing the insignificant balance left, such final sdtlcmenls fre- 
quently taldng place bolAvccn two parties wlio originally 
liad nothing to do with each other. In the case of Bankers 
clearanefe, for instance, Bank A may be required to pay a 
debit balance to Bank F alllumgli A had Jiot originally owed 
F anything and had ])erhaps even d(>ne no bnsine-s with F. 

Seeing that the same unit of account can be adopted for 
all transactions, either party is certain of obtaining the full 
intrinsiJ value for the goods siipplied by him and will no 
longer iave paper money palmed off upon him whicli on 
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subsequeiit reissue to foreign countries may only possess a 
part of the value at ■wliicli it was accepted in payment. 

Through the intermediary of tlie Barter Institute it will 
he again possible to advance credit on goods to be delivered 
at. some future date. Indeed, if it can be reasonably prov- 
ed that the electrical engineers in Germany ■will be able to 
deliver a certain number of machines -within six months, for 
which maehines'they have already found buyers in Holland, 
provided the silk spinner will only supply the silk, the bank- 
ers and other money-lenders may, in combination with the 
Barter institute, render financial help in order to pay cash 
to the silk-spinner, thereby granting credit to the engineers. 
Both the electrical engineers in Germany and the buyers of 
the machines in Holland can apply for this assistance from 
their bankers ; a legal form can i*eadily be found and from 
a financial point of view adequate guarantees will certainly 
be found on which the money-lenders can base their credit. 
Each of the parties on either side may then convert the 
value in the \mit of account of the Barter Institute in' the 
currency of liis own connti’y” (op, cit, pp. 51-53.) 

We have given this description of an organised system of 
Barter to show that even those who have all their lives been 
accustomed to deal in Foreign Exchanges based on differences 
in currencies, are beginning to recognise the trend of economic 
progre.ss, and willing to admit the px’actieal ixo.ssibility of inter- 
national barter. It is only one step further, and we can think 
of llie com])lete abolition of this ve'^tige of barbaric time.s, the 
jus woneiandi of vach country. If the diffei’eiiees in local 
currencies are abolished; if a uniform international standard of 
payments and the unit of account is accepted} there need be no 
exchange problem at all. International exchange, instead of be- 
ing a matter of individual bargaining in terms of a commodity 
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supplied to fuiietion as a standard and a medium, would be a 
matter of interstate treaties directly relating to the commodities 
sought to be exebanged ; and their ratios of exchange would be 
determined by more perfected devices in the nature of Index 
numbers, taking full account of the consumption of Life Force in 
the production of commodities or ser^uees, An abstract unit 
of account may no doubt be emplo3'^ed for purposes of record, 
especial^ for transactions spread over a long duration of time. 
Blit otherwise organised barter conducted bj'' interstate treaties 
will entirely do awaj' with the use of money, and therefore with 
the problem of Foreign Exchanges. 

But though in fact the excellency of a properly functioning 
foreign exchange mechanism is tested in each country bj’^ the 
degree of stability with which its currencj' exchanges for those 
of other countries, at the same time involving the least possible 
movement of specie — thei’cbj’ suggesting the ultimate ideal of 
an entire elimination of money from international commerce — 
' the direct suggestion of abolishing money is bound to be receiv- 
ed with scepticism, incredulity and hostilitJ^ In common par- 
lance Jlie economic trullis like Imports mi^sl be paid for by Ex- 
ports are either not propei-ly uudei’stood, or misinterpreted when- 
ever the esseiitial nari'cwiiess of commercialism asserts itself. 
A'; a practical measure, therefore, the suggestion of a univei’sal 
simultaneous reversion to the sj'.-jtem of. barter. for international 
ccmmerce is not to be thought of, unless the Russian model of a 
thorough and deliberate discredit of the local currency system is 
first achieved all-rour.d. But, in its turn, the Russian model impli- 
es or presupposes the repudiation of national debts, translating 
itself into a remenciation of inter-state obligations. And if this 
one hindrance to the economic recoveiy of the world is removed 
there is no reason wlij’' the old mechanism of interna- 
tional exchange shoxild not be rehabilatated. At the 
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present moment tlie imtions most suffering from 
exchange troubles are not likely, each on its own 
account, to consider the possibility of organised barter if 
it only means the abolition of their own national currency. They 
control the supply of the latter; and though its increase is re- 
dounding upon them with disastrous consequences, they would 
still prefer this short way out of their temporary embarrassments* 
But they are almost all convinced of the futility of their pose to 
pay their national debts; and would only too gladly consider 
any scheme of mutual eaiicellation that would save them from 
the most onerous section of their internal budget, .Once free 
from this ineubus> the mischievous activity of the printing press 
may and will be stopped, and exchange would recover its normal 
level without further ado, -without any arlilieial measures for 
devaluation of depreciated currencies. Deflation would, of 
course, be necessary in proportion as the paper-money now in 
circulation is really in excess of the commercial needs of each 
nation; but this kind of deflation must- proceed gradually and 
imperceptibly so as to cause tlie least possible friction with the 
conditions existing. 

Apart from worief considerations, our own exchange problem 
need not, normally speaking, be ever complicated if tho measures 
outlined in the preceding section are adopted. The British 
branch of the Imioerial Bank could ahyays husband our .^resources 

when our eximits are in excess; and in the rare event of an 

' « 

impoi;t excess, it could keep exchange steady by temporary loans- 
abroad, or utilisation -of part of the accumulated balances, or 
sale of foreign securities from the Keserves, or in the last instance 
export of siDccie from India. 
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BANKING IN INDIA. 

CHAPTER I. 

The or<}:f»ril.sat]on oK BaiiKing; in India is headed by the 
^Imperial Ban\\ of India, which came into existence on the 
27fh of Jai niary ]fl21 under an aci pas'.ed in Sepleinh^’r 1020. 
Though a stale Bank in the sense thal it has hee i specially 
created by a specific Act of the Indian Lefrislatuve. and is in 
a measure controlled and siipendsed by the Indian govern- 
ment, it is essentially a priA'ate corporation, formed exclusively 
by private capital. Its benefits in the shape of profits 
are thus reserved for private individuals, while the other 
possible advantapics of a slate Bank tu-e not to be thought 
‘of in view of the functions the Bank is .specifically authoi’ised 
to discharge. The Impexnal Bank of India has been formed 
out of the amalgamation of the old Presidency Banka, whose 
undertakings together with the assets and liabilities the 
new institution Avas specifically authoi’ised to take over. The 
capital of the new Bank consists of Rs. 11,25,00,000 made of 
shares of Rs. 500 each, half of Avhich Avill be fully paid up". 
These shares are really no new iiwcstment, but represent the 
converted capital liability of the old Presidency Banks, 
which amounted, together with the Reserve, to Rs. 720 lakhs 
The increase in capital was occasioned by the highly 
favourable terms of convc-r.siou offered to the shareholders of 
the superseded or amalgamated Presidency Banks. The Bank 
is expected to act as the sole Banker to and bo custodian of 
the Treasury and cash balances of the GoA'ernment of India 
and the various local governments, including also the Sec- 
retary of Slate for India in Britain, for whose eonvercienee a 
branch hati been, and was by the act required to be, opened, 
in London. 



i%e folloAving statement shows the financial position of 
the Imperial Bank of India as on the 19th May, 1922.. 


Liabilities.' 


Subscribed Capital ... ... >•> 

Ks, 

11,24,20,000 

Paid up „ ... ••• ••• 

i\ 

5,62,30,000 

B6ser\e ... 

u 

4,01,82,000' 

Public Deposits ... ... ... 

iy 

13,63,33,000 

Other Deposits ^ 

a 

55,43, 52,000 

Loans against Securities per contri ... 

Loh ns from the Govt of India undo? section 

", 

) 

31,55,000 

19 A of the Paper Currency Act against 
Inland Bills 

)” 


Contingent liabilities ... 



Sundries 

)3 

1,28,71,000 



Assets, 

80,29,23.000 

Government. Securities, 

• • • 

... b's. 8,40,21,000 

Other authorised 

• • • 

... „ 1,28,24,000 

Loans 


... 16, 44,44,000 

Cash credits ... 

* » » 

...' „ 27,93,13,000 

Inland Bills discounted 


... „ 5,83,69,100 

Foreign Bills „ 


... „ 2,09,000 

Bullion 



Dead stock 


.. ,, 2,4645,000 

Liabilities of constituents 

r • • 


Sundries 

• •• 

... „ 50,67,000 

Balance with other Banks 

• •• 

l.r ,, i 6,46,000 

62,95,38.000 
Cash 17,33 85, too 

• 

The above Balance Iheet 

includes ; 

8029,23,000 


Deposits in London ... 
Advances ,, 

Cash & Balanoos 


... £ 70.0000 0 , 0 
... „ 3,05.800 -0 0 
38,41.6 0 0 * 




it ■\vill be seen from this statement that the most consi- 
derable source of tlie ivorkinjr capital of the Bank is provid- 
ed for by public or government and private deposits, which 
betAveen them amount to over 69 crores. Government depo- 
sits make up 20 per cent, of the total deposits ivith the Bank. 
On all deposits on current account, which the Governments 
the various sonii-public corporations, the Trust Funds and 
charitable endoivnients as ivcll as the other Banlrs for clear- 
ing purposes must maintain with the Imperial Bank of India, 
that institution pays no interest; and is thus a gainer to the 
extent of nearly 2 crores a year by ma 3 ’^ of saving of interest. 
It folloAvs in this regard the practice of the Bank of England; 
and nia.A' be excused in view of the kind of business entrusted 
'to it and discharged bj' it. On the assets side the most 
considerable item of business done by the Bank is that of 
cash credits, accounting for nearly 28 crores; and next in 
importance is Loans to customers. The Cash credits are given 
on approved securities; permissible within the terms of the 
Act constituting the Bank. Thej’’ arc in tJie first instance 
for six months, but maj' be renewed ai\y time the Bank 
authorities tliink fit. The Loans to customers follow the 
same principle. The ditferenee between the two is that 
while the loan is a fixed amount for the period for ivliich the 
advance is made, tlie cash credit is usually granted upto a 
slated maximum beyond which the borrower cannot ask, but 
within which he can pay up or Avithdraiv as often as the 
likes during tlie eurreiiej' of the arrangement. In the ease 
of the loan of 5 lakhs at 6_per cent, for 6 months, the yield 
to the Bank is a certain Rs. 15,000. But a similar adA’ancG 
of 5 lakhs on cash credit Avill yield, not more than Es. 15,000 
and maj' be much less in accordance Avith the debit and 
credit operations on that account. It is, hoAvever, a more 
convenient form of arrangement or facility for the more 
considerable merchants and industrialists, and hence perhaps 
its popularity, 
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The investment in Govei’iunent and other' authojised 
secnrities is, a necessary hut not a very important form of 
the Bank’s husiness. Since the Bank is not entrusted with 
the management of the Paper Currency in India, the invest- 
ments in iDublic securities has not the significance which it”^ 
would liave had the Bank been made a note-issuing institu- 
■011. jr.'-'v do those investments bring to the Bank Hs com- 

'lie Indian money Market, which, if the Bank' 

ly acquires it, can be achieved more efficiently by 
cash credits and Bill Discounting, This last 
’ lieh appears as the most important in the case of 
• . Banks doing similar business, is disappointingly low in 

die ease of the Imperial Bank of India. The Bank has 

been specifically excluded from financing the Foreign trade of 
India, and is thereby debarred from a most considerable 
source of profitable business!. But the disapp&intmenf is — 
felt not so much on account of the Bank as oh that of the 
general public. Anj- hope of a better regulated and more 

stable exchange as the result of this institution must be 
abandoned so long as the Imperial Bank compulsorily 
refrains from the Foreign Exchange business. Its work in 
connection with the discoiuit of inland Bills is, also, from the 
above figures, not considerable in proportion to the impor- 
tance of the Bank to the financial life of India. . The onlj'’ - 
fjdvanco that the institution .of the Imperial Bank has marked 
over the previous practice is that the inland Bills discounted 
by the Imperial Bank are now made " available upto a maxi- 
mum limit of 5 crores as coyCi* against .currency notes issued 
in a period of tress. Neither the fixed limit of five crores, . 
nor the precise means by which the connection is sought to • 
be establilied bet'weeii the volume of trade and the volume of 
currency is the country can be acUially approved of, hoAvever 
coiniueuclable they '.may be in inlention. - We have, .however; 
spoken of this more at length elsewhere and must accord- - 
iugiy refrain from further comments On’ the same point here. 
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' The foregoing discussion of the chief lands of business 
transacted by tlie Bank would make the following summary 
' of the statutory provisions in this regard raoi-c intelligible 

Schedule I Part I of the Act laj’^s down the various kinds of 
business the Bank may cany on. Briefly stfited, the main 
classes of business sanctioned are. — 

(1) Advancing money upon the securitj’- of: — 

{a) Stocks, &e., in which a txmstee is authorised by 
the Act to ijivest trust monies, 

(b) Securities issued bj’ State aided Railways, 
notified by the Governor-Gencral-in-Counei], 

(c) Debeninres, or other securities issued under 

Act, by, or on behalf of, a District Board- 

(d) Goods, or documents of title thereto, de]>o-iited 
with, or assigned to the Bank. 

(a) Accepted Bills of Exchange or Pro. Notes. 

(/) Fully paid .shares and debentures of Cora- 
. ixnnies with limited liability or immoveable pro- 
perty or documents of title relating thereto, as 
collateral security wJiere the origixial security is 
one of tho.se sixeeified in a, b, c, d and, if authoris- 
ed hy the Central Board, in e. 

(2) "With the sanction of the Local Governm . 
ing money ('oiuf. ci Y'urds ixpon security of r 

charge. 

(3) Drawing, accepting, disconuting, buymg . 

ing Bills of exchange and other negotiable secnrilie.'i p.. ,, . 
in India and Ce 3 ’'lon, and .subject to the directions oj. 
Governor-General in Council, the discounting, bujdng and 
.selling of bills of exchange paj-'able outside India for and 
from or to such Banks as may be approved. 


(4) Investing the Banks funds in the securities referred 
to in (1) athfC. 

(5) Making Bank Post Bills and. Letters of Credit 
payable in India and Ceylon. 

(6) Buying and selling gold and silver. 

(7) Receiving deposits. 

(8) Receiving securities for safe custody. 

(9) Selling such properties as may come into the Bank’s 
possession in satisfaction of claims. 

(10) Transacting agency business on commission. 

(11) Acting as Administrator, and trinding up estates. 

(12) . Braving bills of exchange and granting letters of 

credit payable out of India for the use of principals in connec- 
tion with (11) and also for private constituents for iona fide 
personal needs. ' I 

(13) Buying, for the purpose of meeting such bills, &c., 
bills of exchange payable out of India at any usance not 
exceeding six months. 

(14) Borrowing money in India. 

(15) Borrowing money in England upon security of 
assets of the Bank, but not otherwise. 

The principal restrictions placed on the business of the 
Bank in Part 2 are as follows: — 

(1) It shall not make any loan or advance : — 

(a) ■ For a longer period than six months; 

(&) upon the security of stock or shares of the 

Bank; 

(c) Save in the ease of estates specified in Part 1 
(Courts of Ward) upon moi'tgage or security of immoveable- 
property or dqcui^uts of title thereof. 
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(2) The amount which may he advanced to any indivi-’ 
dual or partnership is limited. 

(8) Discounts cannot be made or advances on personal 
- security given, unless such discounts or advances carry with 
► them the several responsibilities of at least two persons or 
films unconnected with each other in general partnership. 

During the course of a very exhaustive inquiry into the 
working of the large German Banks from 1870-1910, several 
charges were made against the general policy pursued by these 
Banks. The most important amongst these charges urged : — 

1 That in the mad haste to secure business the Banks 

omitted to pay adequate attention to the safety of 
their depositors, and invested the funds entrusted 
to them without considering if those funds repre- 
sented savings of the people or the surplus cash. 

2 That the investments of these banks were made dis 
' proportionately, dangerously in non-liquid assets 

like industrial securities, which exposed the Banks 
to .serious dangers that prudent banking should 
avoid. 

3 That tire vast re.sources placed at the disposal of the ^ 

Banks were not utilised by them towards the 
financing of agriculture, — the most inportant single 
industry in Germany, but were dissipated in an 
extravagant assistance afforded to foreign trade 
and industry. 

We are not here primarily concerned with the results of this 
inquiry in Germany; but have mentioned the case to j)oint out 
with greater emphasis the repetition of the alleged errors of 
, German Banking in India. The Imperial Bank of India is 
.constituted to serve as a State Bank in the narrowest interpreta- 
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■lioii of that term, with liiYiitations ancl restrictions whicli no 
other State Bank -wonld care to assume. The State hrihgs 'to 
the Bank a fairly safe business, and allow.s the profit from that 
business, and the benefit from the resultant connection to go 
to its i)rivate propi’ietors. But in return the state lays down 

restrictions which incapacitates the Bank from the very com- 
mencement from being as useful as it might be. ‘Having no 
power to influence the volume of currency in India, the, Imperial 
Bank of India is unable effectively to control the Lidian Money 
Market in the maimer that the Bank of England or that of 
Prance can by operating on its Bate of Discount. Having no 
power to engage in the Foreign Exchange business, tlic Imperial 
Bank is unable to confer the one great boon it was or should have 
been expected to confer upon the country under the exeeiitional 
circumstances in Avhich the Bank was created. It may, indeed, 
he conceded tliat the pi’ineipal state banks in the world did not''" 
directly enter into the Foreign Exchange business) probably on 
account of tlie supposedly risky clmracter of tin’s branch of bank- 
ing business* In making this concession wc do not overlook 
the example of the Austro-Hungarian Bank, which, prior to the 
used to maintain the practically Gold Excliange )Standard in 
that eounti’y by means of considerable lioldings of Foreign gold 
Bills. To a great ^extent the Russian Slate Bank also did a; 
.similar kind of bu,siness. But gi’anting, for the sake of argu- 
ment, that the best example of State Banking shows a commend- 
able caution in avoiding direct dealings in Foreign Exelianges, 

« 

we must not overlook their indirect, lint not less effective ])(>\vers 
of control over the Foreign Exchange business. By a .sUaJen, 
sharp rise in its rate of discount tlie Bank of England .could, 
in normal times, easily and effectively redress any inconvenient 
temporary aberration in exchanges. The Ijnperial Bank of 
India is precluded from direct dealings; ancl has no means' of 
effective cpntrol indirectly. The , regulation of Exchange 
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wliicli must be an important, a vital consideration in tbe bofli- 
mercial life of India particularly so long as the currency is not 
honestly based on a gold standard— still remains the monopoly 
^ of the Got ernmeiit of India, who own and conti’ol the various 
reserves,- and whose sterling obligations necessarily make them 
ijiterested parties, wdthout, however, the experience of and in- 
timate contact with the business conditions of the country which 
must be a sine qua non of such powers of control and regulation. 

The investmei-vt of the resoitrees placed at the disposal of the 
Imperial Bank can, no doubt, render it of considerable service 
to the Commercial world, which needs only short terms eredit> 
and. can afford to pay the interest levied ly the Bank on such 
short loans. To a privately owned, profit-making concenx^ like 
the Imperial Bank of India, this would necessarily mean the 
— most temptmg as well as the safest business. As things stand 
at present ; and if the present traditions of the management of 
the Imperial Bank get time to crystallise into eonvexitions, there 
is 110 danger for the Imperial Bank to incur the charges urged 
against the German Banks of an excessive favour sliown to iudus- 
tiy and foreign commerce. The Indian State Bank cannot 
engage in the latter and will not risk the former. It will follow 
the most aiijivoYed, oi'thodox line of commercial banking, however 
much this ill-placed and ill-timed conservatism may prejudice 
the interests of Indian agriculture aud commereo. In Germany 
the champions of then prevailing banking practice could 
point to the existence of the Landschaften and Genossenschafteu 
(agricultural or Land Banks and Co-operative Societies) as an 
excuse for them,— the ordinary commercial Banks,— to refrain 
' from such business- We in India have no Land-banks. And though 
agriculture is by far and away the most important industry in 
the country, we have devised no means of a scientific financial 
assistance to that industry- In. another chapter we have at- 
tempted to sketch out a scheme for a land-bank in India, which 


luay Tvork iiiclepeiideiitly of the Imperial Bank as a distmct 
institution, bnt Avhicli must be supported by the Imperial Bank 
if its object is at all to be realised. The Imperial Bank must, 
in fact, have an agrarian department which will co-ordinate the 
Laud Banks proper as well as the rural co-operative credit 
societies, finance them when necessary, and even help to popu- 
larise their securities by lending it the collective credit of the 
Imperial Bank. The same i*emark applies to the financing of 
industries in India. Elsewhei'e in this work has been discussed 
the whole question of industrial finance, together with a specific 

scheme for the constitution of such an institution. But like 

o 

Land Banks and Co-operative Societies, the Industrial Bank, 
to be really successful, must be assisted and controlled by the 
Imperial Bank of India> not only in tlie narrower interests -of 
sound banking in whatever dci)artment its activities are eon? 
iSdered, but also from the wider stand-point of our national 
development. 

^Vitliout an industriak and anagrarian side; without the 
power to regulate our foreign exchanges, or the right to control 
our currency system, the Imperial Bank of India can, at best, 
be of limited utility in commercial finance. Its benefit in this 
department has already been conceded. But even' here a 'word 
of warning agani.'!t too sanguine expectations would not be out of 
place. An unfailing measure of the real utility to commerce of 
such an institution is to be found in the so-called Bank-rate. 
The fmi)erial Bank-rate may, indeed, on an average be pron- 
ounced to be lower than that of its predecessors the Presidency 
Banks. But it is not yet as low as the rate in France or Eng-.' 
land cr Germany. The explanation probablj* is: that under 
the existing financial' situation in India, the hea-^y recurring 
borrowings by the government, both by means of the short term 
Treasury Bills and the more pei’mauent forms of funded indebt- 



^ e^lness, iueapaeilate the Bask from hiclxTbing any ease in the 
' Indian Money Market. Government seems always on the look out 
to snatch axvay the surplus cash of the community> and thereby 
prevent the Bank-rate from falling as it otherwise might have 
done.-' This, of course, is an argument for retrenchment and 
reform in the public finances of the countiy, and not a criticism 
of the Imperial Bank- "We have mentioned it, however, only to 
shoxv that even in the nariwer region of pure commercial financ- 
ing, the Imperial Bank of India is, owing to an unfavourable 
concatenation of circumstances, unable to be as fulh’ useful as 
it maj’' legitimately be expected to be. 

These defects in the operation of the Banlx cannot be cor- 
i‘ected> unless the Bank is organised as a geuninely public cor- 
poration, as tnily a state Bank hi all essential particulars Its 
capital maj' be provided by the State out of its various re.scrves, 
■ though tlie bulk of the working capital of the Bank must neces- 
sarily be found out of the public balances habitually kept with 

it and prii'ate deposits. Its management should be entrusted 
to state nominated directors in part, and in part those nominated 

by the supreme Indian Legislatuz’e. In the comprehensive 
scheme of currency reform given in the first iiart of this work, 
we have already referred to some of these essential provisions, 
and need, consequently, uot enlarge upon them here. Under 
the present Act the Bank is controlled by a Central Board of 
eonti’ol, consisting of the Presidents and Vice-Presidents of the 
Local Boards, the Controller of Currency or other officer nomi- 
nated by the Governor-General in Council, the Secretaries of the 
lioeal Boards and two Managing Goveimors. This ,|)ody looks 
over the general working of the Bank, under the provision of 
the Act constituting the institution. For detailed management 
there are the Local Boards at each of the three Presidency Towns. 
In a, properly constituted state Bank the element representing 
the public on the sypreme Dirctorate of the Bank — whether liy 
nomination, hy election or both, — ^xviU mot be in any way le|S 
i3 


■fcliaii that provided for in this act. But the powers of. final &upeiv 
vision vested in the proprietors — unavoidable under the present' 
constitution Avould be replaced by those of the Legislature; while 
the profits from the operation of the Bank — ^^vliieh ought to run 
into several crores a year if the reserves and balances of the 
Goveniment are made over to the Bank — should be reserved 
for the public. In exchange the Bank should be exjDected and 
required to make adequate arrangements for offording the neces- 
sary financial facilities to Indian agriculture, Indian industiy, 
and Indian commerce both within the country and without. 
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when jnonej was difficult to employ in London. To the 
extent to which the D-A are rediscounted immediately after 
acceptance (which they are in the great majority of cases) 
the Indian export trade is financed not with the funds of the 
Exchange Banks, except from the time of the i3urchase of 
the hills in India to their arrival in London, but with the 
funds of the British Banks, i,e., with British and not Indian , 
capital. 

Next with regard to the import trade. The Exchange 
Banks also finance the import trade through their London 
offices. Bills are drawn on the consignees D-A or D-P, in 
sterling for the most - part, payable wdth interest from the 
dates of the Bills to the approximate dates of arrival of the 
remittances in London, bj’^ demand draft on London. These 
bills are never rediscounted. Thus the import trade, it will 
be seen, is financed to a much greater extent than the export 
Irade with the funds of the Exchange Banks alone. The 
Exchange Banks’ purchases of Indian export bills represent 
transfers of their funds to London. Their advances against 
import bills are the return of these funds. As exports 
normally exceed imports, the deficiency of import bills is 
made good by shipments of gold coin and bullion and also 
silver bullion from London and elsewhere, and to a very small 
extent by transfers of Government Rupee Paper from London 
to ladia, and as regards the balance by x)urchases of Council 
Bills and Telegraphic Transfers. The last are freely resorted 
to when exports from India are at their height, and when 
it is to the Banks’ interest to move their funds back to India 
in the shortest possible time. The Chartered Bank, for 
example, may buy on Wednesday these transfers and by the 
folloAving day the Calcutta,- Bombay, and Madras branches 
will find themselves in funds. This, in brief, is an outline 
of the Banks’ exchange business proper. 

~ ■" — ■ ■ - - - I 

^Supplement to tlie Gascttc of India, 2otli, December 1875, page 1058. 
Cf. tlie Gazette of India, 1st January 1876, page 14. 
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The Exchange Banks also do an ordinary lanUng Insines&i 
and in this they have as competitors both thePresidency Banks 
and the Indian Joint-Stock Banks. They compete with 
the latter banks in raising deposits whether on 

account or as fixed deposits. Their deposits have increased 
very considerably during the last few years. 

Total Deposits of all Exchange Banks secured in India. 

In Lakhs of Rupees^ 


1895 

• •• 

■ • • 

1030 

1900 

••• 


1( 50 

1901 


• •• 

11^3 

1902 

• •• 

••• 

1370 

1903 

• • * 


1614 

1904 

••• 


1632 

1905 

1 •• 


1704 

19(.6 

••• 

• • • 

1808 

1907 



1917 

1908 

» •• 

• •• 

1951 

19(:9 

* ••• 

• • f 

2027 


1910 

t«a 

• tt 

2479 

1911 

« • • 


2816 

1912 

« •« 


2953 

1913 

• • • 

••• 

3103 

1914 



3014 

1915 

• •• 

• • • 

3354 

1916 

§•* 


3803 

1917 

• • • 

••• 

5337 

1918 

• •• 

t • » 

6185 

1919 

*•# 


7435 


The terms for deposits, both on fixed deposit and on cur- 
rent account, are as a rule more favourable than those of the 
Presidency Banks, while less favourable than those of the 
Indian Joint-Stock Banks. The Exchange Banks also 


compete with these banks in loans, overdrafts, and discounts. 
It will be 'seen from the table on page 4 that the Exchange 
Banks have 45 branches in India, as compared with the 
stipulated 100 branches (including head offices) of the Imperial 
Bank of India and 68 head offices and 160 branches in t e 
case of joint-stock Banks- The Exchange Banks are not 
under - the obligation of maintaining, even during the busy 
seasons, large cash balances, Upon the strength of the 
deposits ' will a bank’s jiarticipation in the oain over r , 
and discount business depend. The extent then of the 
Exchange Banks’ participation in this ordinary banking 
business will readily be understood. The representatives o 
the Exchange Banks before the Chamberlain Comm^ion said 
that they were to some extent in competition with the Presidency 
Banks, and illustrated this by the Mliehes of the Exchange^ 
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feaiife in Delhi and Amritsar -wliicli foster in these cities their 
Manchester connexion b 3 ’’ advances on piece goods. ^ It must, 
however, be remembered that when Exchange business is at 
its maximum, in February and March of each year, the funds 
of the Exchange Banks are much more largely invested in 
the Exchange class of business than at other times. - - This 
is important as it results in some impairmeiit of their power 
to compete with banks other than Exchange Banks in the 
discount market. 


Liariliiks. 

Chartered Bank of India Au« tralia 
and China. 

£ %* 

paid up Capital. 3,000,000 
-Reserve ... 3 500,000 

Total Capital and 
. Reserve ... 6 500,000 9’2 

Notes 2,837,818 4*0 

Acceptances &c 3,720,598 5'2 
Deposits, &c ... 57,164,727 80*6 
Profit Balance ... 709 602 I'O 
'Total Liabilities. 70,932,745 

Eastern Bank. 

Paid up Capital, 995,780 
Reserve ... 225,696 

Total Capital and 

Reserve ... 1,221,476 9’4 

l^otes ... ... ... ... 

Acceptances ... 696,915 5-3 

Deposits, &c ... 11,010,684 84 4 
Profit 1 alance ... 121,313 ‘9 

Total Liabilities. 13,050,388 

Mercantile Bank of India. 

Paid-up Capital. 1,0 ’’0,000 
Reserve ... 1,100.000 
Total r apital and 


£ 

I^eserve 2,150,000 10*7 

Notes ... ‘ 157, SOo *8 

Aceeptances&c ... 819,594 4'1 

Deposits, &c. ... 16,819.2 1 1 83 ‘4 , 
Profit I- alance ... 211,638 1*0’ 

Total Liabilities. 20,157,778 

National Bank of India.- 
Paid-up ( aiiital. 2,000,000 
Rei.er\6 ... 2,300,000 
Total ' apital and 
Reserve ... 4,300,000 ’ 7*8 

Notes • •• <*••• *•* 

Acceptances &g. 3,795,674 6*8 

i Deposits &c. ... 46,716,804 84*4 

^ Profit Balance ... 539,032 1*0 

I Total Liabilities. 55,351,510 

P & 0. Banking Corporation- 
Paid-up ( apital. 2,500 OOO 
yoserva ... ^ 

Total Capital and 

Reserve ... 2,500,000 40*7 - 

Notes ... .... ••• 

Acceptances, &c. 744,157 12*1 

Deposits, &c. ... 2,822,391 46*0 

Profit Balance ... 73,294 1* - 

Total Liabilities. 6,139,842 . 


Total Liabilities— 5 Banks 9,545,780. 7,125,696. 16,671,476. 10«l. 
2,995,123. 1*8 9,776 938. 5*9. 134 533,841. 81*2 1,654, 879!l*0. 165,632,263, 


The subjoined table gives a general Statistical view of 
the banking business transacted by the five most important 
of these institutions. 

LIABILITIES OP FIVE ANGLO-INDIAN BANKS, 
DECEMBER 31, 1920. 

LlARlUlTIiiS. 



^ASSETS OF FIVE ANGLO-INDIAN BANKS, 
DEOEMBEE 3, 1920. 


Asse-h*. 

Chartered Bank of India Australia 
and China* 

£ 

Casli ! 11,126 379 15 7 

Investments ... 4i886 09r 6'9 

Bills Discounled, 

Advances, Av. .50,588 861 71‘3 
Customers’ Liabi- 
lity for Accept- 
ances, &c ... 3.720,598 5*2 

iBank I’remi- 

ses, ito 6lC,8l6 ‘9 

Total As.sots ... 70,932,745 

Eastern Bank. 

'Cash ... 3,120,44123-9 

Investments ... 487 678; 3 7 

Bills Discounted, 

Advances, cbc. 8,704 259 66'/ 
Customers’ Liabi- 
lity for Accept-, 
ances, &c. ... 696 91 o 5*4 

Bank - Fremisos- 
&c. ... 41,095 *3 

Total Assets ... 13,050,388 

Mercantile Bank of India 

Cash , 

lAvostmonts "... 1,495,780 7*4 
Bills Discounted, 

Advances, etc. 13,968,316 69 3 


Assets, 


£ %* 
819,594 41 


Customers’ Liabi- 
lity for Accept- 
ances, etc, 

Bank Prsmises, 
etc. ... ... 218,63/ *1*1 

Total Assets ... 20,157,778 

National Bank of India- 

rash 10 619,019 19'2 

Investments ... 3,554,529 6*4 
Bills Discounted, 

Advances, etc. 37 ,069,530 66*9 
f-ustomers’ Eiabi- 
litv for •' ocepi>- 
ances etc. ... 3,795 674 2*9 
Bank Premises, „ 

etc 

Total Assets ... 55 3-l,ul0 

p & 0- Banking Corporationt 

Cash 1,525,776 24-9 

Investments ... 644,957 10 5 

t ills Discounted, 

A dvancos, otc. 3 222 391 5/. o 
Customers’ Liabi- 
lity for Accept- . 

ances, etc. ... ii.x 

Bank 'Premises, 

etc ... 2,661 .<* 

Totai Assets ... 6,139.842 


Total A.tote-6 Danb;30,0«,061. 18-1- 
68*6. 9.776,933. 5'9- 1,185,861 *7 165.63-,263. . 

» Per cent of Total Liabilities or Assots, fMarch 31, 

ing Section of December 10, 1921, 



ALLAHABAD BANK LIMITED. 

Head Office : Allaliabad. 

Capital: — 

^Authorised, 40,000 Shares of Bs. 100 eacli Bs. 40,00,000^ 
Issued and 25,000 Ord. Shares of Bs. 100 each 
Sulscribed 15,000 6 per Cent. Pref. Shares of 

Bs. 100 each ' 40,00,000 

Paid Bs. 100 per Share on Pref. and 16,000 
Ord., and Es. 50 per Share on 9,000 Ord. 

Shares . . . . . . . . . . 35,50,000 

This Bank, which was founded in 1865 wuth a paid — ^up capital* 
of Rs. 1,90,830, operates under the Indian Companies. Act. By 
3 . 1870 the capital had risen to Bs. 3 lacs and by 1900 to E-s. 5 
lacs. Progress has been iDartieuIarly marked since the commen- 
cement of the present century. At tlic end of 1919 the paid- 
up capital was Rs. 30 lacs, and it was increased in the year to 
December 31 last to Bs. 35-1 lacs. In December 1920 the P. & 
0. Banking Corporation offered to buy Rs. 100 fully-paid 
Ordinary shares for Rs. 436 each, and the new issue of 9,000 
Ordinary shares (on which calls of Rs. 50 each had been paid) 
for Rs. 218 each, provided that at least seventy-five per cent, of 
tlie shareholders accepted the offer. More than ninety per cent, 
of the shareholders accepted, as the highest quotation ever reach- 
ed by the Ordinary shares before the War, was Rs. 365, though 
the break-up value of the shaies had sihce undoubtedly increased* 

At ’the outset of its career the Allahabad Bank had iio" 
branched, but it has now a large number, extending from 
Bombay to Calcutta. The present intention is to continue the 
Bank as a separate institution, with its headquarters in Allaha- 
bad, the purchase being dictated by the desire to give the P. & 
O. Bankinng Corporation a footing *dn the interior of India, 
which it }vpuld otherwise have taken years, to work up."^ 


~ (The balance sbe'et sbVws deposits on December 31 last o£ 
nearly Es. 935 lacs, as against upwards of Es, 936 lacs twelve 
months before, the proportion of cash assets thereto having risen 
from about twenty-three per cent, to twenty-five and three- 
quarters per cent. Capital and reserve together equal 71 lacs, or 
seven per cent, of the total liabilities, which are now well ovei' 
ten erores of rupees. Cash in hand and with banks, at 240 
lacs, is considerably higher, the improvement being secured part- 
ly at the expense of investments, which have fallen frenu Es. 61 
lacs' to Es. 53 lacs approximate]}'. Bills discounted, loans, 
and cash credits each also .show a decline, while in the later 
balance sheet there is an additional item of Es- 40 lacs represent- 
^iug short-term depo,sits with other banks, 

Liahilities and Assets of The Allahabad Bank, Limited. 


LiAiniimKS. Dec '31 

1920 
Es. . 

Capital ''aid up... 35,50,000 

Reserve Bund' ... 35,50,000 

Fald-upCapital and " 

Keserye ... 7 1,00,000 7'0 

Deposits, <fco ...9,34,77,279 91.9 

'^lisoellaneous ... 1,72,821 ’2 

.y 

Profit Balance ... 9,60,354 ’9 

Total Liabilities 10,17,10,454 -2 


AssETf. Dec. 31 

1920 

Bs. 

Cash in Hand 2,40,77.000 2S'7 

Inrestments ... 53,15 456 .■j’ 2 
Loans at Call <fec 5,18,98,907 51-0 
BEls Discounted... 07,65,031 9*6 
Advances, &o. ... 85,4 .5,457 8 4 
Bank Premises, Ac. 21,08,603 2.1 
Total Assets' 10,17,10,4-54 


oper cent of Total Liabilities or Assets, 
44 
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alliance BANK OF SIMLA LIMITEIi. 

Head Office: Simla. 

Capital: — 

'Authorised . . . . . . • • Ks. 3,00,00,000 

Subscribed uud Paid up, hi 53,815 Preference ^ 
and 85,000 Ordinary Shares of Es. 100 each, 
fully paid . . . . . . • * 88,81,500 

111 March 1874 the United Bank of India, Limited, ivhieli had 
commenced business in 1866 at Simla and Umballa, went nito 
voluntary liquidation, and immediatelj’ afterwards its place was* 
taken by the Alliance Bank of Simla, Limited,- which acquired 
all the good business of the old Bank, whose shareholders it 
allowed to get fifty per cent, of their eaiiital of Es. 2^ lacs in 
shares of the neiv Bank. The new institution had'~from the'' 
outset a very successful career. The paid-up capital has been 
frequently increased and the reserve fund augmented, partly by 
allocations from profits and partly by in’emiums on share issues. 
Deposits have also grown continuously. From Es. 3,77,446, in 
1875 tliey rose to Es. 7tl,70,955 in 1890 and' Es- 2,04,14,141 in 
1900. On June 80, 1914, tliej'- amounted to Es. 5,39,12,901, 
and at the date of the last balance ' sheet — June 30, 1921,— 
reached the record figure of Es. 16,27,94,570. ■ This, growth has 
taken place not only through natural business expansion, but 
also as a result of auialgamatioJi. In 1916 the Punjab Banking 
Company and the Delhi and London Bank were absorbed. In 
the folio 'ving year the Bank of Eangoou was acquired* as "syell as 
part of the interests of the Bank of Upper India. These transac- 
tions involved a large increase in the paid-up capital, p 

- In addition to the head office at Simla, the Bank had forty- 
two branches and Uvelve sub-offices at the date of the last balance 
sheet. An office was also opened in London in March last as 


a i-esult of the sale to the Alliance of their hanking' hnsincss hv 
Messrs:. Boulton Brothers and Company, mpvaliani hvikova, of 
London, -who had hitherto acted as London agents. Bj’ securing 
direet representation in London the Bank is thus miabled to 
handle the Tsdiole of its Indian clients ’ business as regards both 
home' and foreign trade. In June last the authorised capital 
■was increased from Rs- 3,00,00,000 to Rs. 3,00,00,000 by the 
creation of 2,00,000 new shares of Rs. 100 each. The existing 
capital was inadequate to meet the I’apidly expanding business 
of the Bank and to compete with the large institutions resulting 
from amalgamation and with newly established banks. 

The main items on the liabilities side of the balance sheet 
have already been commented on. On the assets side, cash in 
hand and with bankers, together with Rs. 35,00,000 at call and 
shoi’t notice,' shows a substantial increase on the prcvi(nis 
while investineuts> loans and advances, &c. and bills receivable 
figure, have also moved upwards. 

; LiaMities and Assets of The Alliance Bank of Hint la. 


Liabiu'jjes. • Year ended 
June 30 1921 

Us. 

Capital Paid' up ... 88|8l,500 
Reserve Fund ... 42,00,000 
Tosal Capital and 

Ke'orve 1 30,81,500 7'1 

Investment Depre- 
ciation Koserve. 1100 00 '6 

Deposit and Cur- 
rent Accounts 16,27,94,370 8S 0 
Bills Payable ' ... 68,71,222 37 
Miscellaneous 

Profit.Balance ... 11,42,892 6 

Total Liabilities 18 49,90,184 


Assi!T.s. Year ended 

June 30 1921 
hs.- 

Cash in Hand and 
with Bankers 4,39,05 096f •2:>7 

InTest;«ent ... i‘ 9l 79, Ip.O I,")-, 8 
Bills Discounted, 

Loans &c, .. 9.26 17,084 .'lO-l 

Bills Receivable 1,06,84,193 ;>'S 

Bank Prem i.ses Ac. 86,04 612 4 '6 

Total Assets 18,49 90,184 


. er cent, of Total Liabilities or A ssets, 

■I Inducing Ks. 35,00,000 at call and short notice. 
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MEECANTILS3 BANK OF INDIA, LTD. 

Head Office ; 15 Graeeeliureli Street, London, E.O. 3, ■ • 

Capital; — 

^Authorised . . • • • • . . - £3,000,000- 

Subscribed • • • • • 1,800,000 

Po-id up • • •• • !• ••- • • 1,050,000 

The Mercantile Bank of India, -which was formed, in 1892 with 
a capital of £1>500,000, took over the assets and liabilities of the 
old Chartered Mercantile Bank of India, London and China, 
■which was eslabliahed by Royal Charter in 1858- The Mercan- _ 
tile Bank has offices in Bombay, Calcutta, Madras, Delhi and 
other principal Indian centres, and has also opened branches in 
Ceylon, Lower Burma, the Straits Settlements, China, Bata-vda 
and Mauritius. It obtained a footing in the last-named island 
by the purchase in 1916 of the Bank of Mauritius, for -which the 
sum of £234,536 was paid. v . ■ 

Tbecapitalof the Bank is divided into “A,” “B,” and“G”' 
shares, all of the first two categories having- been issued. In ' 
1919 the paid-up portion was increased by £187,500 by tlie issue 
of the remaining lo;000 “A” .shares of £25 each, £12 10s. paid,. 
During last year the authorised capital, which now stands at 
£3,000,000, was doubled by the creation of 300,000 c;“C” shares 
of £.5 each, of which 60,000 were offered to holders of the first 
two classes of shares at a premium of a hundred' per cent. As 
will be seen from our table, the paid-up capital is accordingly 
£1,050,000 and the reserve fund £1,100,000, the latter > 
haying benefited by the addition of the premium of £300,000 
, received on the issue of “C” shares. ' 

■With regard to the statement of accounts, the conversion 
rate followed in valuing the rupee assets and liabilities is Is. 
4d. per rupee, no alteration baying been made even when the 
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rate of .10 rupees to tlje sovereipfii was iutrodueed. Current, 
deposit and other accounts show an increase from £15,706,000 to 
£15,893,000, and acceptances on behalf of customers from 
' £263,000 to £819,000. Bills payable have declined from 
£1,680,000 to £925,000. The disappearance of an item of 
£3,000,000, “loans payable against security,” which figured in 
the 1919 balance sheet, is to be noted in connection with the con- 
traction in the balance-sheet totals from £22,450,927 to 
£20,157,778. On the assets side, cash in hand and at bankers, 
plus bullion, at £3,655,446, shows a small decline in the propor- 
tion borne to total liabilities — ^from 18-9 to 18.1 per cent. Bills 


receivable, wliich are given .separalety from the small item of 
bills d.'seowiied, are returned al £4,357,000 as comijared with 
£7,406,000 previously, owing to the contraction of exports from 
the East. On the other hand, loans receivable and advances, 
in their movement from £6,327,392 to £8,755,920, indicate the 
response to the demand for credit accommodation at a critical 
time. At £635,000, the item of siindry accounts, including 
amounts due by agents, shows a return to normal proportion? 
from the £2,181, 123 to which it was swollen in 1919 owing to 
extraordinary delays in transmi.s.sion of telegraphic remittances. 


Liahiliiies and Assets of the Mercantile Bank of India., Limited. 


Liabilities tec, 3l 

19£0 

£ %"* 

Capital Paid up... 1 050000 
Eosc-rvo Fund ... l,li0.0tK) 
Capital and Reserve 2,150 000 10*7 
Notes in Circulation 157 305 '8 

Acceptances .•• 819rj9t 4<‘l 

Deposits, (fee ...15,893,766 78 8 
Bills ayablo, <fco. 925 475 4 6 
Profit Balance. ... 211,6 8 I'O 

Total Liabilities 20,157, 778f 


Assets. Dec, 31 

1920 

Cash in Hand and 
at call, (fec^ ... 3 655,446 18*1 
Investment ... 1,4-95,785 7*4 
Bills Kecoivable. 4,357,209 21*6 
Bills Discounted. 219,448 I'l 
Loans Advances &c 9,391, 659]46‘5 
Custrs.’ Liab, for 
Acce 2 )tances ... 819,594 4*1 

Bank Premises ... 218,637 I'l 

Total Assets ..20157 778t 


fo Per cent, of Total Liabilities or Assets. 

■ f The rupee assets and liabilities are converted at Is, 4d| per rupee. 



S50 


NATIONAL BANK OF INDIA, LIMITED. 

Head Ofiice : 26 Bislioi:)sgate, London, E.O. 2. 

Capital;— 

A-UtJiorised and Si^bscrihed) 160,000 Shares, 

£25 each . . . . . . £4,000,000 ■ 

Paid up, £12 10s. per Share . , . . 2,000,000 

The National Bank of India, which was established on September 
29, 1863, had its head office originally in Calcutta, but in 1866 
was registered in London under the Companies Act of -1862. 
The paid-np capital was then £466,500, and b5' 18_91 it had been 
increased to £500,000, three snecessive bonus distributions , to 
shareholders out of accumulated profits subsequently raising it 
''to £1,000)000. In 1919 the authorised capital was raised from 
£2,000,000 to £4,000,000 by the creation of 80,000 new shares of 
£25 each, of which 40,000 were issued (£12 10s. paid) at a pre- 
mium of £7 10s. per share. The remaining 40,000 shares of 
£25 each were issued in 1920 to .shareholders, in the i^roportion 
of one new share for every three shares lield, the price" again 
beiug £20, inclusive of £7 10s- premium. The amount received 
from the premium Avas added to the reserve fund, AAdiich at the 
date of the last balance sheet amounted to £2,300,000. 

On December 31 last the total of paid-up capital and reserve 
represented the respectable proportion of 7.8 per cent, of tlie. 
aggregate liabilities. Liabilities in respect of deposit, current 
and other accounts, at £45)200,202, shoAved an increase of over 
£10,000,000 as compared Avith those at the end of 1919, but com- 
parisons are rendered difficult by the fact that the rupee assets 
and liabilities in the earlier balance sheet Avere converted at the 
old party of Is. 4d. per rupee, and those for 1920 on the ncAV 
^ statutory basis of 2s. According to the speech of the Chairman 
at the last meeting, the most imjiortant change is on the debit 
. side of the account, AAffiere acceptances for customers liaA^e risen 
to £3,795,673 from £880,052 in 1919 — an evidence of activity in 
exports to the East. ' 
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LiahilHics and Asscls of The Naiional Bank of India Lmiied. 

Lubilitii;s Doc. 31 Assets. Dec 31 

1920 

1920 £ %* 

Cush in Hand and 

£ ntc.all, Ac ...10,619,019 19-2 

Capital Paid up... 2.000,000 Invostmonls ... 3.554,529 6 4 

liosorvo Fund ... 2,300,000 Dills of Exchanyo 

A Treasury Bills 16,682,779 30*1 

Capital A Fosorvo 4,300,000 7 8 

Iscounis Loons 

Accoplance.s ... 3,79.5,674 G'S and Advances. 20,3b6,751 36’8 

Deposits, Ac ...45,00,202 81 7 CVtoinors’ Liabi- 
lity for Accepl- 

Bills, Ac. Payable. 1,.")16 602 2 7 ances ,,, 3,79.5,674 6 9 

Bank 7 roniises 

Profit. Bulan CO ... .539,052 10 Account. ... 312,758 6 

Total Liabilities. .5.5,351,5I0t Total Assets ...55,351,510t 

* Per cent of Total Liabilities or Asssots, 

t The rupee assets and liabilities have been converted at the 
rate of 2s, per rupee. 

* Per cent of Toal LiabiliJios or Assets. 

I The rupee assets liabilities hnvo been oonvcrtod at the of 23 
per rupee. 

P. & 0. BANKING CORPORATION, LIMITED. 

(Sec Allahabad Bank, Limited.) 

Head Office; 122 Loadenhall Street, E.C. 3. 

Capital : — ^ 

Auihurmd, in 500,000 £10 sliarw. . . . £5,000,000 

SaOsr.nbcd mid ynid up. 2504)00 Sliare.s, fiill.v 
paid . . . ■ • • ■ • • • . 2,500,000 

The P. & 0. Banking Corporation Limited, which lia.s its head 
office ill Leadenliall Street, Loudon, was registered under th§ 




ColniDames Acts on May 3, 1920. It opened for business towards 
the end of the following June; and at the date of the 'first balance 
sheet — ^Mai'ch 31 last — had accordingly been in -active existence 
for nine months. In that period branches had been opened in - 
the West End of London and in India at Calcutta, Bombay, 
Madras and Karachi. Early in the present year a controlling 
interest was acquired in the Allahabad Bank, particulars of the 
arrangement being conveyed to shareholders by a special cir- 
cular dated April 9. In lieu of receiving cash an option was 
given to Allahabad Bank shareholders to exchange their hold- 
ings for P. & 0. Banking Corporation shares. The option was 
exercised to the extent of 9,416 shares in the P- & 0. Banking. 
Corporation, and these have, since the close of the accounts, 
been allotted- out of the unissued capital. 

The Corporation’s preliminary exi)enses amounted in all to‘ 
£57,680) including .£50,000 paid to the Government in respect 
of taxation on the capital, of which £31,250 was .met from the 
liremiuni of 2s. 6d. per share. The authorised capital is 
£5,000,000, in 500,000 shares of £10 each, of which 250,000 have 
been issued and fully paid up, ' Under the Finance Act) 1920, 
the stamp duty was raised fi*om 5s. to £1 per cent., and the 
patriotic action of the Corporation in deferring this issue, at the 
request of -the Chancellor of the Exchequer, in order to facilitate 
the success of a Government issue-then ■being made, brought it 
within the period of operation of the Act, and it was mulcted of 
an additional £37,500. The Corjioration’s moral ehiiin to' con- 
sideration was, however, recognised, and a clause was inserted 
in. this year’s Finance Act, fixing the liability-iii such cases at the-,, 
old rate, a .refund accordingly resulting. The total liabilities of 
the Bank at the date of the balance sheet were £6jl39,842; of 
which approximately equal proportions Avere represented by the 
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capital, £2,500,000, and by cnrrenfo deposit and other aeeonnts, 
£2,662,691. Liabilities under acceptances, endorsements, &e., 
amounted to £712,960, and loans to £160,000. On the other side 
of the balance sheet, cash at bankers and in hand, £430,776, and 
money at call and short notice, £1,095>000, account for nearly 
one-fourth of the total assets, and bills discounted (including 
Treasury bills), £1,575,358, for a slightly higher proportion- 
Advances to customers on current and other Accounts stand at 
£740,056, apd investments at £644,957, of which £583,916 consists 
of the Corporation’s holding (at cost) in the Allahabad Bank. 
’Items in transit and sundry other assets, including exchange 
adjustment account, reached the large total of £906,976. 

The, whole of the premium derived from the share issue, 
£31,250, having been devoted to wi’iting off part of the preli- 
minary expensesi the balance of £26,430 Avas Avritten off out of 
'profits. _ Of the net amount, £73,295, £66,449 Avas earmarked 
for a dividend at the rate of nine per cent, per annum, less 
iiicoine tax, for the nine mouths. 

Liabilities and Assets of the P. and 0. Banhing Corporation. 


Li,'nn-iTiEs, 

March 31, 

1 Assei’s. 


March 31 


1921 



19-21 


& 

Cash at Bankers and in 

£ 

Paid up capital 

2,500,391 

hand ... - 


430,776 

Current, deposit and 


Money at call 

and 


( iher acoouni/S 

2,662,391 

short notice 

••• 

1,095,000 

XiOftUS ••• 

160,000 

Investments * ... 


644,957 

Acceptances, endorse- 


Bills discounted t 


1,575,358 

meuts, &o. 

712,960 

Customers’ liability tor 


Bills for collection ... 

31,197 

acceptances, &o. 

• •• 

712,960 

Profit balance 

7 3,294 

Bills for collection 

• • • 

31,197 



Advances 

• • ■ 

740.056 


1 

Other-assets ... 

• • • 

909,538 

Total Liabilities... 

6,139,842 

Total Assets 


6,139,842 


* Including shares in Allahabad Bank, at cost-, £ 583,916,- 
T Including Treasury bills. 



EASTERN BANK, LIMITED. 

Head Office ; 4 Crosby Square London, E.O. 3.- 
Capital: — 

'Authorised and Subscribed, 200^000 Shares of 
' £10 each . . . . . . . . £2,000,000 

Vaid up, £3 per Share (less calls unpaid, ^ ' 

Dec. 31, 1920) . . . . ' . . ■ 995,780 

The Eastern Bank is comparatively a late comer amongst bank-y 
ing institutions, having been established in 1909 by the well- 
known Indian merchants, Messrs. E. D. Sassoon and Company, to 
facilitate Eastern- — and particularly Indian — trade, and to dis- 
charge the functions both of an exchange bank and a bank of 
deposit. Shipments tp and from India are financed, and”” 
advances made to natives and Europeans agaimst merchandise' 
& other securities. At the date of the last balance sheet the Bank 
po.ssessed branches in Bombay, Calcutta, Colombo, Bahrein (on 
the Persian Gulf), and, along the watersheds of the Euphrates 
and Tigris, at Basra, Hillah and Amara, Bagdad and Mosul. 
The outbreak of the War occasioned great anxiety to the Bank, 
as it was largely interested in overseas business; but after the 
first shock a rapid recovery was made, and 1919 stands out as 
the most prosperous in the Bank’s career. The contraction in 
balance-sheet totals from £16,676,409 on December 31, 1919’ to.-' 

£13,050,388 on December 31, 1920, is accounted for by -a falling 

«■ % 

off ill current and deposit accounts from £12,520,390 to 
£8,556,281, due to the heayj’- slump in commodity prices during 
1920 and the fall in the value of the rupee- The later balance- 
she^t wa§ calcurated on the basis of a, Is, 6d. rupee, as compared 
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with a closing rate of 2s. 3d. at the end of 1919. If tlie latter 
•rata hadf heeii maintained the itotal would hare stoocl at 
£18,897,305 instead of £13,050,888. 

Dui-ing the twelve" months covered by the last report the 
capital of the Bank was increased by the calling up of £1 per 
share, and when all rails have been paid the capital will stand 
at £1,000,000. In view of the fall in the sterling value of the 

rupee, too much significance cannot be attached to movements 
in the separate items shown in our tables. Despite the decline, 
the growth in profits has been continuous, the figure returned 
for 1920 being £121,368, as compared with £102,645 for 1919. 


Liabilities and Assets of The Eastern Bank, Limited- 


LtABitmus. Dec, 31 

1220 

£ %•= 

Capital Paid up ... . 995,780 


Posoi'vo Fund 


225.090 


r aid-up Capital & 
liosorve ... 1,221,470 9'4 

Depc sits &c. ... 8,556)281 65 6 

Bills and Loans 

payahio, tfec. ... 2,4.54,403 IS 8 

AcoQptancos 696,915 5 3 

/ 

Profit Balance ... 121313 9 

Total Liabilities 13,030,388 


Assei's Dec 3l 

1920 

£ 

Cash ... 3,120,441 f £3-9 

Inrosimenls ... 487,27.8 3*7 

Loans Advances, 

&c. 4,784,859 36*7 

' ills Discounted — - , — 

Bills Receivable 3,219,400 30'0 
Confcis,' Liab. for 
( 

Acceptances ... 696,915 5*4 

Office Fiirnituvo - 
and Premises... 41,095 *3 

Total Assets ... 13,030,388 


Per cent, of Total Liabilities or Assets 
f Including (1920) AoS0,000 (and 1919) j@ 359000 money at call. 
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BANK OF INDIA. AUSTRALIA 
- AND CHINA. . ' . 

Head Office; 38 Bisliopsgate, Londop, E.O, 2* 

Capital;— 

'Auiliorised, Suhsorihed amd Paid up, 600,000 
Share? of £5 each . . • . > • • £3,000,000 

The Boyal Charter by which this Bank was incorporated dates 
back to 1853, since when it has been several times renewed, the 
last occasion being in 1909, when a further extension of thirty - 
years was granted. According to the original prospectus, the 
objects were to provide banking facilities for the then rapidly, 
expanding trade of Australasia, British Bast India, China, and 
other Eastern countries. The Bank has not yet extended its 
sphere of operation to Australasia, but in addition »to its offices 
at Bombay, Calcutta, Delhi, Madras, and other Indian . cities, 
it has branches or agencies in Burma, Siam, the Malaya States, 
Dutch Bast Indies China, Japan and New York. • , , 

Throughout its career the progress of the Bank has been- 
steady rather than sensational, and in 1900 the paid-up capital 
was £800,000 and the deposits about '£9,000,000. ' The subse- 
quent expansion in deposits was such that by December 1913 
they were in the neighbourhood of £17,000,000; blit this figure 
was speedily surpassed during the War, and at the date of 'the 
last balance sheet the liabilities on deposit, -current and otlier 

f A 

accounts had nearly trebled, while total assets,' which m 1913 
were £2.7,243>396, had risen to £70,932,745. The great trading 
activity in the Bast during and immediately aft6r the War, 
helped not only by the European’ demand for Eastern products, 
but by the tremendorrs increase in Oriental buying power due to 
the rapid rise' in , the value of silver, brought to the exchange 
banks a’great wave of prosperity, in which the Chartered Bank, 
as we have seen, fully participated. 



In 1919 the paid-up capital of the Bank was raised from 
;Slj200,000 to £2,000,000, and in October 1920 from the latter 
figure to £3,000,000,. by the issue of 200,000 new shares of £5 
each, which were offered to existing shareholders, at a premium 
of £2 10s. a share, in the proportion of one for eveiy two of the 

400,000 £5 shares into which the 100,000 £20 shares which made 
up the capital of £2,000,000 wei*e subdivided. By the sub-divi- 
sion greater marketability was ensured, and the premium, 
amounting to £500,000, was cari’ied to the resen^e fund, which 
• stood, in December last at the very high figure of £3,500,000, 
being equivalent, with the paid-up capital, to 9.2 per cent, of 
the assets- Despite the severe drop in prices during 1920, fixed 
deposits and current and otlier accounts were about one million 
pounds higher than at the end of 1919. The liability under 
both loans payable and bills payable was considerably reduced. 
On the assets sidej casli in hand and at bankers fell from 
£11^170,332 to £9,437,946, bullion on hand and in transit from 
£3,437,387 to £1,385,432, and bills of exchange, including Trea- 
sury bills, from £26,535,498 to £21,131,473. On the other hand 
bills discounted and loans are up from £17,561,394 to £28 j 585,930, 
which, combined with the increase in' acceptances from 
£1,679,929 to £3,720,598, shows that the Bank played its part 
in financing trade to the full extent of its resources. 

Gross profits, after deduction of excess profits duty and 
cornoration 'profits tax, show a satisfactory expansion to 
£1,609,801, and the smaller increase in expenses leaves the net 
profits £300,000 higher than in the earlier year. 
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XjiabiUUes and, Amis of The Chariered Bank of India, Ansiralia 

amd China. 


Liabiuties. Deo 31 
1920 

£, %* 

Capital Paid up, 3,000,000 
Deserve Punds ... 3,500,000 

Paid-up Capital 
• and Roser\e ... ft, 500,000 9 2 
Notes in Circu- 
lation ... 2,837 818 4‘t 

Acceptances ... 3,720,598 .5 2 

Deposits, &c. ... "51,759,693 73'0 

Bills, Loans Pay- 

ablo, ttc ... 5,405 034 7*6 
Profit ' nlance ... 709 601 10 

Total Liabilities 70 932,745 


■ Assets. Deo. 31 

- , - 1920 

Cash and Pullion. 11,126,379 15°7 
Govt, and Other 
Securities ... 4, 886, 091 6 9 

Pills of Exchange 21,131,473 29 8 
Bills Discounted, 
and Loans ... 29,457,388 41*5 
Custrs Liab for 

Accptances ... 3,720,593 5*2 - 

Panic Promises, 

Account ' ... 610,816 *9 ' 

Total Assess ... 70,932,745 


® Per cent of Total Liabilities for Assets 

The Indian Joint Stock Banks, 

Genuine Banking in India on the -syestern iriadel is 
relatively of recent origin.- It was in 1906, following npon 
the great wave of Swadeshism that swept over the country in 
1905 in eo3iseqnence of Lord Onrzon’s short lived and,, ill-' 
advised attempt to partition the homogencons province of 
Bengal, that Indian Banking proper may he said to have . 
commenced with the establishment of the Bank of India Ltd. 
and the Indian Specie Bank. The last named and . many 
others siicenmhed to temptations incidental to the business 
of banking and have vanished from the scene- of operations. 
But the distress and distrust caused by the failures of 1913-14 
have to a large extent been overcome by the wave of -pros- 
perity in war: time; and judging from the statistics of such 
institutions as the Bank of Iiidia or 'the Central Bank, Indian 
hanking seems once again to be in the ascendant. The follow- 
ing statement shows the position of the principal Indian 
Banks.' 


LIABILITIES OF OTHER INDIAN BANKS, 1920-21. 

Liabilities, I Liabilities, 


Allahabad Bank. 

Eg %'> 

Paid-up Qapital. 35,50,000 

Reserve 35,50,000 

Paid-up Capital 
and Hesei’ve... 71,00,000 7'0 
Acceptances, Pills 

Fayabloitc. ... ... ... 

I'eposit and Cur- 
rent Accounts 9,3 \,77,'j79 91 9 
Miscellaneous ... ],72,S21 2 

prolit balance ... 9,60 354 -9 

Total Liabilities 10,17,10,-154 

Alliance Bank of Simla. 
I’lud-up Capital. 88 8 (,.500 
Eesorvo ... 42,00,000 

Paid-up Capital 
and Woservo... 1,30, 81, .500 7*1 
Acceptances, 

Bills Payable, 

etc ... 68,71,252 3 7 

Deposits and 
CiuTont Acors. 16,27 94,570 SS'O 
Miscellaneous ... 11,00,000 ’G 

Pioilt Balance... 11,42.8.92 -G 
To<al Liabilities '8,49,90.184 

Bank of India. 

Paid-up Capital 1,00,00,000 
Deserve ... 70,00,C00 

Paid-up Capital 
and Besorve ... 1,70,0' V' 00 1-3 6 
,J c c e p t a u c o s. 

I ills, I ay able, 

etc 2,26,498 .2 

Deposit and Cur- 
rent Accounts, 10, .56, 67, 635 84*9 
Miscollaneuiis ... 3 93,201 *3 

Profiv. Palanco . 12 30,5 -2 1*0 

Total Liabilities 12,45,17,876 


I Central Bank of India. 

bs, 

Paid-up Capital. 49,99 600 

Reserve ... 2‘ ’,00,000 

Paid-up Capital 
and Reserve... 69,99,600 d*7 
'cceptances, 

Pills i ayable, 

... 28,10,461 1'6 

Depi Sit a<:d Cur- 
rent -t ccounts 13,73 28,052 92 9 
MiscollanooU3 

Prfilit * alanca . 7 52,287 '5 

I Total Liabilities 14,78,90 iOO 

Punjab National Bank. 

Paid-up Capita]. 20,13,802 
Reserve ... 15,83,352 

Paid-up Capital 
ai d l.’osorve ... 35,94,154 1-2 

Acceptances, 

Bills, Pajable, 

etc 16,84,-103 3 9 

Poposit and Cur- 
rent ccounts. 3,79,20,488 S6-7 
Mi.Sfollanoous... 3,19,095 >7 

Profit I'alai’ce . ?,5-5,462 *5 

Total IJabili! les 4,37.43,602 

Tala Industrial Bank, 
aid-up Cajiilal. 2,23,68,2. 0 
■ osorve ... 1.5,00,000 

Paid up Capital 
and Jlp^orve ... 2,38,68,250 14-1 
Acceptance s, 

Bills, Payable, 

etc 1,42,16,536 8*4 

Deposit and Cur- 
rent : ccounts. 13,07 07,793 77 0 
Miscellaneous .. 11, .500 ... 

i’l'i fit 1 alanco . 8,52,284 *5 

Total Liabilities 16.96,56,363 


Total Liabilities-’ I auks 5,18,13,1-52 1,98.30,352 7,16,43,o0i 9*3 
•?, 58,09, 120 3 3 66.73,9.5,817 86*5 19.96,' 17 *2 51,03,821 *7 77,95,03,871 
® Per cent of Tcf/a! Liabilities or Assets. 
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ASSETS OP OTHER INDIAN BANKS, 1920-21. 


Assets. 

Allahabad Bank. 

Es, % 

Cash 2,40,77,000 23 7 

Investments ... 53 15,456 5*2 

Loans • dvanoes, 

' and 1 ills Dis- 
counied ... 7,02 09, 395 69*0 
Custrs’, Liab on 
Acceptances &c 
Panic [’remises, 

&c 21,08,603 2*1 

Other Assets. ... 

Total Assets ... 10,17}10,434 
Alliance Bank of Simla. 

Cash 4,39,05,096 23 7 

Investments ... 2,91,79,199 15*8 
*L oans. Advances 
atid Hills L is- 

oounted ... 9,26 17,084 50*1 
Qustrs’. I iab on 
A cceptances &c 
Bank r’loraises 

etc 86,04,612 4*6 

Other Assets 1,06,84 193 5*8 
Tolal Assets 18 49,90,184 
Bank of India. 

Cash ... ... •2,19,53,255 17*6 

Investments ... 2,13 94 07917*2 
Loans, Advances, 
and Pills Dis- 
counted ... 8,08,80, 92 64*9 
Oustrs’. Liab on 
A cceptanoes, etc. 2 26,498 *2 

Bank Premises, 
etc. ... ... 63.65*3 *1 

Other Assets ... 

Total 'ssets ...12 45,17 876 


Assets , - 

Central Bank of India. 

Rs. . 

Cash 2,09,91,384 14*2 

Investments ... 3,03,53,846 20*5 
Loans, Advances, 
and Bills Dis- 

counttd ^ ... 8,98,93,582 60*3.. 

Custrs’. L:ab o'n 

Acceptancs, etc. 26,14,403 1*8- 
Bank f remises, 
etc ... ... 38 58,039 2*6 

Other A ssets ... 1 79,141 *1 

Total Assets ... 14,78,90,400 
Punjab National Bank. 

Cash ... ... 96,03,064 22*0 

Investinouts ... 43,53,582 10*0 

Loans, Advances, 
and Bills Dis- 
counted ... 2,77,33,693 6C*4 
r ustrs’ l.iab, on 
Acceptance', etc. 16,84,403 3*9 
Panic Piemises, 

etc 3,68,855 ‘8 

Other Assets ... . * ... 

Total Assets ... 4,37,43,602 
Tata Industrial Bank. 

Cash 3,60,08.676 21*5 

Investments ... 2,92,52 858 17*2 
Loans, Axlvances, 
and Bibs Dis- 
counted • ... 7,51,31 425 44*3 

r ustrs’. Liab. oh " , v 

-Acceptances, etc 1,32,10,720 7*8 
f'ank Premises, 

etc ... 26,42,870 l‘6- 

Other Assets ... 1,29,09,814 7 6 
'Total ' ssets ... 16,96,56,363 


Total Assetsre Banks 15 '.0,38 475'20*3 11 98 49 020 15;543 64,65 576 ' 
• 56 5 177,36,029 2 3 176,46,631 *2*3 2,37,73,148 3*1 77,25,08 879 


■’'* Per cent, of Total Liabilities or Assets, 
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.Comparing tEeif business .witH tb'a? of tb'eiz* most 
formidable competitors, the Exchange Banks, we find that 
while the Indian Banks’ cash holdings amounted to 20.3 per 
cent, of their total liabilities, those of the corresponding Ex- 
change Banks amounted to 18.1 per cent. With the Indian Banks 
the Bills discounted, loans and advances aggregated 56.5 per 
cent ; and other investments amounted to 15.5 per cent, of the 
total assets; while the same items in the case of the Exchange 
Banks were 68.6 per cent, and 6.7 per cent, respectively. We 
cannot, however, from these figures arrive at the conclusion 
that the Exchange Banks are conducted on relatively unsound 
lines; not onlj’- the figures given above are those as on a 
particular day, and not the average of such operations; and, 
therefore, cannot be reasonably regarded as a fair test of 
the business. There is also the factor that the exchange 
bank transactions are not purely or exclusively Indian 
transactions, which accordingly renders any comparison 
hopelessly unsafe from the outset. They both, however, 
agree in taking only the oi'thodox kind of banking busiuess» — 
safe financing of commerce. The former occupy themselves 
chiefly with the overseas trade the latter with the local trade 
of India. 

o A brief account of the most important Indian Banks may 
be appended to serve as a companion reader to the similar 
account of the principal exchange banks. 

t 

The Central Bank of India, Limited. 

Capital: — 

Authorised, 200,000 shares of Es. 50 each 1,00,00,000 
Issued and subscribed . 1,00,00,000 

Paid up aai • • • • 49,901.00 

This Bank was established in December 1911 by a few 
Bombay financiers, who realised the nesessity of directing 
Indian national aetivitira into eepnomie channels. The financial 



crisis of 1913, wliicli, beginning in tlie Punjab spread over tbe 
whole of Western India, left the Bank practically unscathed. 
Since then its progress has been uninterrupted. The cur- 
rent .and fixed deposits which at the end of 1914 Avere over 
Rs. 30 lakhs, amounted on June 30,1921 to nearly 13.75 crores. 
During the same period the paid up capital has increased 
from Rs. 15 lakhs to Rs. 49.99 lakhs and the reserve from 
Rs. 1^ lakh to Rs. 20 lakhs. The following statement -shows 
the position of the Bank on June 30, 1921. 


Liul)iiiUes and Assets of The Central Bank of India, Limited. 


Liami-ities. 

Dec. 31 
1921§ 
Rs %* 

Capital Faid up. 49,99,600 
Reserve . . . 20,00,000 

paid-up Capital 

& Reserve ... 69,99,600 4’7 

Dop jsitand Cwr- 
ront A cot. &o, 13,73 2S,C 52 92 9 

Bills Payable ... 1,96,053 ’1 

Acceptances t 

Loans Payable. 3,68, 750t *3 

Bills for Collec- 
tion 22,45,651 1'5 

Profit Palance .. 7,52,287 -5 

Total Liabilities. 14,78,90,400 


Assets. 

Dec. 31 
1921 § 

Rs. %*. 

Cash ■ 1,83,41,381 12-4 

xMoney at Call... 26 50,000 I'S 

Investments . 3,03.53 846 20-5 

ills Discounted ' 1,92, 07;954n-l3-0 

Loans and Ad- ' 
vances ' ... 7,06,85,828 47 8 

Bills Receivable. 22,45,658 1 5 

Custrs’. Liab. for 
Acceptances ... 3,68,750 *3 

Other Assets. ... 40,37180 27' 


Per cent of Total Liabilities or Assets, 
-j- June 30, 

11 For Total Assets see Total Liabilities, 
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BANK OP INDIA, LIMITED, 

Head Office : Oriental Buildings, Bombay. 

Capital: — 

Authorised, 2 lacs Shares .at Es. 100 each Es. 2,00,00,000 
Sulscrihed, 2 lacs Shares at Es. 100 each . . 2,00,00.000 
Paid up, Es. 50 per Share 1,00,00,000 

The Articles of Association of the Bank of India, which 
was founded in September 1906 by Bombay business men and 
others prominent in the municipal life of the city, the 
primary ob, 7 eet of financing local trade, were largely modelled 
on the old Presidencj' Banks Act. Dealings in foreign 
exchange were accordingly prohibited, as well as lending on 
land mortgages or on the shares of joint-stock companies. It 
was obviouslj’’ intended at first to confine the institution to 
purely Indian business, but some of the restrictions were found 
too irksome, and those relating to advances against shares 
"and mortgages were removed in- 1912 on a rewsion of the 
Articles. Outside the head office in Bombay the Bank has 
only two branches — one in Ahmedabad and the other at Sloin- 
basa, in British East Africa. Despite tlie limited spliere of 
its operations progress, especially since 1916, has been very 
rapid. Since 1918 the capital has been doubled, and the paid- 
up portion now stands at Es. 1,00,00,000, making, willi llie 
reserve fund of Es. 70,00,000, 13.6 per cent, of tlie tola! 
liabilities. On June 30 last, the date of the half-yeai-ly state- 
ment, deposit and current accounts stood at Es. lOi crore.s — 
an increase of nearlj’- Es, 1 crore as compared with the previous 
December, and of over Es. 3 crores as compared with Decem- 
ber 1919. On the assets side, cash in hand and at bankers, 
at Es. 2,19,53,255, though shonung a substantial decline on 
the six mouths, exhibits the unusuallj’- high proportion of 
17.6 per cent, to total liabilities. Investments have risen 
substantially, as, owing to the demand for banking accommo- 
dation for trading and other interests, have also loans and 
and advances ; but bills discounted have fallen, in consequence 
of the decreased movement of goods- into consumption. 

' For the half-year to June 30 last the average Bank rate 
tras 6.18 per cent., as compared with 6.98 per cent, for llie 
corresponding period of 1920. ; Despite the lower rate, which 
was reflected in the discount and general market, ajul tiie 
unsettled condition of trade, the net profit realised was Es, 
11,13,028. The dividend is maintained at the rate of four- 
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teen per cent, per annum, to wliicli it was increased in 1919- 

from the twelve per cent, paid in the previons year, 

» ’ * 

LiahUities and Assets of The Banh of Indiai Limited, 


LlABiaiTIEiS. 

Deo. 31 
1921 t 
Ps. %’•* 

Capital Paid-up. 1,00,00.000 
Reserve Fund ... 70,00,000 
Paid-up Capital 
and Heserve ...1,70,00,000 13*6 
Deposit and Cur- 
rent \ccounts...l0,56,67,635 84 9 
Bills for Collec- 
tion 2,26,498 *2 

Rebate and IVlis- 
cellaneous 3,93,201 '3 

Profit Palance ... 12,30,542 1 0 
Total Liabilities 12,45,17,876 

1918 

Capital Paid-up. 50 00,000 
VeservePund ... 12,00,000 
Paid up Capital 
and reserve ... 62,00,000 11*2 
Deposit and Cur- 
rent Accounts ...4,81,60,065 87*9 
Pills for Collection — — 

Rebate and Mis- 
cellaneous ... 3,49,297 *6 

Profit Balance ... 5,70,008 1*1 

Total Liabilities. 5,52,79,370 

1913 

Capital Paid up... 50,00,000 
Reserve Pund . . . 5,00,000 

Paid-up Capital 
and Heserve ... 55,00,00019 5 
Deposit ai.d Cur- 
rent Accounts ...2,22 81,987 79*1 
Dills for Collection 1,78,620 .6 

Profit balance ... *.',29,936 '8 

Total Liabilities 2, 81, £0,543 


Asskti! . 

Deo. -81 1 
- 1921 

Bs. %» 

Cash .. 2,19,53,255 17 6 

Investments ...2,13,94,079 17-2 
Bills Discounted. 96,07,546- 7*7 
Loans add Ad- 
vances -..7,12,72.846 57*2 

Bills per conim ... 3,26,498 *2 

OflSce Furniture 
and Furniture 63,652 *1 

Total Assets' 12,45,17,876 

1918 - 

Cash ' ... 1,19,22,685 21*5 

Investment ... 62,99,606 11*4 

Pills Discounted 35,33,500 6*4 
Loans and Ad- 
vances ■ ...3,34,93,158 61 6 
Bills (as per centra) — — 

Office Furniture 
and Fitting &c... 30,421 *1 

Total Assets 5, 52,79,370 , 

Cash ... 63,07,051 22*4 

Investment ... 30,35,99610*0 
Bills Discounted. 24 54,300 8 7 
Loans and A d- 
vances .. 1,63,64,854 58 1 

Bills (as ^sr conira) — ^ 

Profit Balance ... 28 342 *1 

Total Assets ... 2.81,90,543 


Per cent of Total Liabilities or Assets 
t June 30 


C 
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THE TATA IWDUSTEIAL BANK, LIMITED. 

Head Office; Wallace Stieet, Bombay. 

Ani'horked Rb, 12,00,00,000 

Subscribed, „ i.. 7,58,73,525 

Paid up, 2,23,73,335 

THe Tata Industrial Bank is a product of the War period, 
its head office having been opened for business in Bombay on 
Ajpi’il 4, 1918. On the 15th of the same month the Calcutta 
branch commenced operations, and in the following Septem- 
ber a branch was opened in Hyderabad (Deccan). The paid-up 

•capital of the Bank shown in the first balance sheet was 
Bs, 70,01,392, and it has been increased to Rs. 2,23,73,33, 

commensurate with the enlarged sphere of operations and the 
rapidly growing business. Branches are now established at 

c 

London, Cawnpore, Delhi, Lucknow, Madras and Rangoon, in 
addition to those above-mentioned. 

At the date of the balance sheet-March 31, 1921 — ^the 
liabilities on deposit and current accounts amounted to Rs. 
11,96,00,000, as compared with Rs. 9,31,00,000 a year pre- 
viously. Cash in hand and at bankers increased from 
Rs. 2,31,04,400 to Rs. 3,65,08,676 (inclusive of bullion), and 
investments from Rs. 2,01,55,719 to Rs. 2,92,52.858. Sub- 
stantial addition to loans, advances and bills discounted, 
thereby raised to Rs. 7,51,425, reflects the expansion of the 
business, .the balance-sheet totals having risen by nearly Rs. 4J 
cr'ores in the same interval. 
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'Liabilities and Assets of Ihe Tata Industrial Bank, Limited. 


. 

Mar. 31, 

Mar. 31, 


1921. 

1920, 

Liabilities. 

Rs. 

Rs-’ 

Capital paid up ^ ...i 

2,23,68,250 

• 1,51,14,217 

Eeserve fund 

15,00,000 

5,00,000 

Bills payable, &c. . . 

10,05,816 

67,21,065 

Acceptances, &c. . . 

1,32,10,720 

61,62,492 

Deposit and current accounts 

11,96,45,367 

9,31,27,032 

Due to agents and correspondents 

1,10,62,426 

27,41,756 

In adAmncc of calls, &c. . . 

11,500 

64,780 

Profit balance 

8,52,284 

10,67,056 

■‘^■=^.»Total Liabilities 

16,96,56,363 

12,54,98,398 

Assets. 


✓ 

Cash on hand and Avith bankers . . 

3,65,08,676 

2,31,04,400 

Investment 

2,92,52,858 

2,01,55,719 

Bills receivable 

1,28,13,375 

63,27,986 

Loans, advances and bills di.scountecl 

. 7,51,31,425 

6,80,74,630 

Clents’ liability for acceptances, &c. 

1,32,10,720 

61,62,492 

Due by ngents and correspondents 

96,442- 

3,45,464 

Bank premises, &c. ms nu, 

26,42,870, 

13,27,707 

Total Assets 

16,96,56,363 

12;54,98,39S 


Alone among the Banking institutions of India, the Tata 
Industrial Bank Ltd. was specifically and definitely fonnded- 
to aid in the development of Indian industry. , In view of the 
history of four .years as well as of the recently anfionnced 
decision of the Directors to suspend the industrial side of 
the Bank’s operations, it may he doubted if the promoters and 
proprietors of this institution had really understood the basic 
principles of industrial financing. The name of the Tatas, 
coupled Avith the designation of the Bank, led to ei^travagant 
expectations, npt only as_ to the future of the. Bank itself, 



but also as to the future of the entire Indian industiy. Judg- 
ing from the sharp rise in the premium on the Bank shares in 
1919-20 (The 7-J rupee share was at one time quoted at 
over 90) there is reason to believe that if the promoters did 
not quite understand the fundamental principles in industrial 
finaiiee, neither did 'the public, who in turn has played the 
role of the supporters and mentors, the dupes and tormentoi’S 
of the Tatas. But the promoters and directors have been to 
blame more than the disillusioned and therefore infuriated 
public. The only kind of industrial finance, ever attempted 
by this Bank on a large scale, was the underwriting or 
purchasing of shares in new ijidustrial ventures fathered by 
the Tatas. The action may have a precedent in the German 
practice; but it was bound to ‘be looked upon with distrust 
the moment an 3 ' one of the sponsored undertakings 
.showed signs of decline, the moment aiy detractor of the 
principal proprietors could get a semblance of justification for 
the cry that the Bank was becoming a close corporation. The 
Tatas were unfortunate or ill ad^dsed in some of their new 
industrial Veutui'es. And the policy of steadily, deliberately 
ignoring the public criticism and the shareholders’ protests 
against ovei'stafiing the Bank Avith extravagantly’ paid, 
and unsj’mpathetic Eui’opcan ' agency’ naturally exposed 
the directors and managers to the charge of a close corporation — 
Avhich they made no effort to rebut. The story’ of the closure of 
the Bombay Share Bazar branch of this Bank, attempted to be 
elicited by dint of hard questioning by one of the shareholders 
at tlie last annual general meeting of the Bank, would, if the 
allegations or implications of these questions could be substan- 
tiated, reflect little glory oh the supei’vising or inspectorial staff 
of the Bank. The directorate seems to have considered it a 
point of prestige not to submit to the clamour for reduciug the 
European agency in their sendee; -and, rather than reconstitute 
the Bank on a sounder footing of indusladal finance, have pre- 


^68 

^ ^ t 

ferred to close down that department of the Bank’s activities 
altogether. 

But the transition from a primarily industrial bank to an 
exclusively commercial Bank would have proved almost impos- 
•sible if the Tata Banlc had not been a^ustomed, even while 
styling itself an Industrial Bank, to deal in the more orthodos- 
lines of banking. The Bank had dealt in exchange business 
long before the decision to suspend industrial operations was 
announced. It is immaterial to the present discussion to discuss 
how far the jealousy of the exchange banlcs proper may have 
contributed to the decline in the prosperity of this institution 
as observed in the last balance sheet. The point worth noticing 
here is that the exchange buginess is entirely foreign to the 
very raison d’etre of such an institution. So too the business 
of ordinary loans, overdrafts, acceptances &c. which, if not 
'.entirely foreign to such a Bank, results nevertheless in such a" 
diversion of the funds of the Bank as might seriously handicap 
it in the discharge of its more important business. The Direct- 
ors of the Bank — ^now that the thing has happened, — may, indeed* 
congratulate themselves on their sagacity and foresight in hav- 
ing from the beginning kept two strings to their bow, which has 
enabled them, apparently without much effort, to pass over 
from industrial to commercial finance. But, however much 
they might congratulate themselves from the stand-point of' 
profit-making for the Bank, they cannot avoid the criticism 
that the primary object of the institution was nei^er properly 
and adeqately prosecuted, so that at last it has had to be definite- 
ly abandoned. 

But the abandonment of its primary object by the Tata 
Industrial Bank does not make the need for a sound system of 
industrial finance the less .acute. It is a national need, which 
no group of priv.ate individuals, however rich and infiuSntial, 
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can meet if they tliinic only or even principally of profit for them- 
selves. Proper financing of the industries of a nation requires 
patience and disinterestedness which private individuals do not 
pos.se.ss or cannot sustain. It demands the command of consider- 
able resources Avliicli may he locked up for a length of lime that 
would .seem dangerous to those accustomed to .short term loans 
and J'apid tiii’ii over eliaraeteristic of commercial banking. It 
demands creation of a new type of guranteed security, co-ordiuat- 
cd with the be.st gill-edged .securities in the market, which no 
independent uncontrolled private institution caJi be allowed to 
meddle Avitli. The onlj* hope, therefore, for, a proper .system of 
industrial financing in India is to be found either iii a suitable 
expansion of the Imperial Dank of India, or in tbe undertaking 
of tlii.s- task by po])ular initiative on a national basis, willi tbe 
guaranteed elimination of the predatory profit-seeking instinct 
of uncontrolled individualism. 

Oencrall.v speaking tlie Indian Joint Slock banks aim at 
attracting Indian deposits to finance the internal trade of India. 
On fixed deposits they ofi'er as much as 6 per cent, hiterost, and 
even on current account deposits they give between 2 and 3 j)er 
cent, subject to certain conditions of a minimum monthly balance. 
The Imperial Dank lias all its current accoulit depo.sit.s free of 
interest ; and even the lernts offered by the Exchange Banks are 
pro]wrtionately far loo strict. But if the Tudiau Banks could 
do permissible but more lucrative bu.sine.ss Avith the fpnd.s .so 
attracted, there would be no reason to criticise these terms merely 
bccau.se on a comparison they seem to be unduly favourable. 
Tliore i.s, hoAvever, no definite information as to the precise nature 
of the bu.sine.ss tran-sacted by the.se banks beyond that indicated 
in tlie collectwe and individual tablc.s already presented. Pro- 
bably the actual business of each bank Amries Avitli its clientele, 
its genei’al enA'ionment, and' the connections of its founders or 
managers. It is occasionally rumoured even now that one or 
47 



the other bank indulges more than is quite strictly proper for 
it in financing speculators on the Stock Exchange or cotton green 
or the bullion market. If the detailed accounts pf each bank 
could be published, perhaps the proportion of cash credits or 
over drafts and loans allowed to customers would appear, to be ■ 
astoundingly large ; while a close scrutiny of, the security- on 
which Ruch advances are made might reveal a deplorable lack of 
attention to the accepted rules of sound banking. For the last 
decade nearly there has been no great banking disaster in India, . 
so that it is impossible to say to what extent the continued pros- 
perity of Indian banks have made them relatively indifferent to 
the value of caution and conseiwatism in bank management- 
But if we are to judge from the revelations in connection Witli 
the banking failures of ten years ago it must be admitted the 
eai'lier Indian banks did engage in business not strictly withii^ , 
the purview of sound commercial banking. - Of 'course',, the 
failures. When th'ej' occhrred, were often caused directly by the 
crimiiial misiiiaiiagemeht and wilful dishonesty of individual ■ 
managers in isolated cases. . But speaking generally, the chai*gc 
liilist.be admitted that the supreme direction of the Banks was 
left in hands, which, however distinguished in other walks, of 

i 

life, could make nO pretensions to a sound knowledge of- banking , 

. practice. It was the inexperienced directorate which at all ■ 
made ‘criminal mismanagement possible. It may, indeed, be 
doubted even now if the lessons of 1912-13 have been learnt well 
enough to preclude the possibility of a recurrence of the disaster 
dUe to similar reasons.' The tendency to select bank directors ^ 
from among eminent business men with vast commitments in 
commerce and industry is not milikely to involve -their banks < 
. intOHhe vortei’.of speculative activities Avhich is as the breath of 

their nostrils to the most prominent among the business men 
■ in India. The supposed euro of the evil renders the malady 
Worse than ever. For the employment of Europeans to- the 
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stiperior posts on the staff of the- banks is no guarantee, by itself, 
of sturdy independence in management even against the udshes 
, of the directors. If the European servants of the Ttid fan banks 
' were all men of special outstanding abilities, perhaps the subtle 
influences which affect and determine the mystery of the race 
psychology in this country might embolden a European to oppose 
and withstand sncessfully, where an Indian of the like status 
might be snubbed into surrender. But the European managers 
of Indian banks ai’e rarely men of the moral stature and bank- 
' ing experience that could justi:fy these hopes in general. The 
notorious ease of the Farrow s Bank in England teaches at least 
one lesson beyond possibility of misunderstanding: European 
management and supervision is not so experienced, painstaking 
and efficient as the unreasoning admirers of the white skin 
make them out to be. 

We need not dwell at length tipon those unregistered indi- 
genous banking houses in India .which act as intermediaries bet- 
ween the formal recognised banks and the mofussil producer or 
trader. In times gone by the “shroff” or native banker used 
to change - money, to give letters of credit from one place to 
another, and even on occasion to finance impecunious rulers. 
But to-day his principal function is that of a middle-man. He 
buys the inland trader’s bill at a fairly high rate of discount for 
ready money; and, then, if he should feel himself embarrassed 
momentarily, he can take' these bills to the Imperial Bank or 

any of the other bank, who would be only too glad to rediscount 
bills bearing a shroff’s endorsement. The Bill-discounting is 

done by the shroff out of his o-\vn monies ; but it may be that he 
oceassionally accepts deposits. Besides investing in Hundies 
or bills the shroff' would also advance on mortgage of immovable 
property — a kind of business usually regarded as not permissible 
to the ordinary banks — and carry on a thriving business of 
agency for commission as well as speculation in all kinds of 
produce. 



CHAPTER III. 

SOME SPECIAL KINDS OP BANKS IN INDIA, 

Besides tlie Banks already noted, 'we may mention a Special - 
kind of banking* institutions which have been specifically creat- 
ed for a special object in view, and are therefore confined to the 
discharge of well-defined functions. Their inclusion among 
banks in India is, however, not merely a matter of 
courtesy ; it is due to the similarit}’* of business transact- 
ed by these institutions to the banking business in general.' 
It- is due also to recognition of the fabt, that, banking 
being an indispensable adjunct for the proper develop- 
ment of our. national resources, specialised kinds • of 
agrarian and industrial banks must' be established if 
we are to have a rapid programme of- all-round development. 
The Co-operative Credit Societies may not immediately suggest 
a close affinity with the kinds of banks instanced above ; but in 
our judgment they are the kind of institution from which the 
more fully developed agrarian or industrial bank might ultimate- 
ly emerge. . A brief study, therefore of these institutions will 
not be out of place in a work concerned with the study of Indian 
banking. ‘ 

The co-operative credit society was first established in 
India under Act X of 1904 which permitted : — 

(1) Any ten persons living in the same village or town 
or belonging to the same class or caste to register themselves 
as a Co-operative Society for the encouragement of thrift and 
self help among the inembers. 

(2) The main business of a Society was to raise funds 
by deposits from members and loans from non-members, 
Government and other Co-operative Societies, and-to distribute 
money .thus obtained by way of loans to members, or with 
the special permission of the Registrar, to other Co-operative 
Credit Societies. 
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(3) Tlie orgaiiizafion and control of Co-operative Credit 
Societies in every Presidene.Y were put under the charge of a 
Special Governinent Officer called the Kegistrar of Co-opera- 
tive Credit Societies. 

, (4) The accounts of every society were to be audited by 
tile Registrar or by a nieinber of his staff free of charge. 

(5) Tile lialiility of a member of a society was to be uuli 

mited in tjie ease of a Rural Societv. 

♦ 

(6) Ko dividents were to be paid on tlic profits of a 
rural society, Imt tlie profits were to be carried at the end of 
the year to the Rererve Fund, altlioiigli- when this fund bad 
gone beyond certain limits fixed under the bye-laws, a bonus 
•might be distrilmted to tlie memlicrs. 

(7) Tn the ease of Urban Societies no dividend was 
payable' until one-fourth of the profits in a year were carried 
to the Reserve Fund. 

Co-operative Societies’ Act — As co-operation progressed 
in the country defects were noticed in the Co-operative Credit 
Societies’ Act and these were brought to the notice of Govern- 
ment. The need for a freer supply of capital and for an 
improved system of .supervision bad led .to the formation of 
various centi’al agencies to finance and control the original 
credit, societes and these central agencies ran all the risks 
attendant on a status unprotected Jby legislation. The Govern- 
ment of India, recognising the need for removing these 
defects, decided to amend the old Act, and a Bill embodying 
the e.ssential alterations proposed was introduced in the Impe- 
rial 'Legislative Council, and after a few amendments it 
emerged from the Council as the Co-operative Societies’ Act 
(II of 1912) replacing Act X of -1904. The outstanding 
features of the new Act were as follows: — 

(a) It authorised the formation of societies for purposes 
other than credit, which was possible under the old Act only 



\yith tlie special permission of the Local Government. This 
extension of Co' operation to purposes other than credit marks 
an important stage in its developmtnt in India. 

(&) It facilitated the growth of central agencies by 
insisting on a limited liability by means of a special, clause 
about the registration of a society one of whose members is 
a registered society. 

(c) It empowered the Local Government to frame rules 
and alter bye-laws so as to put restrictions on the dividends 
to be declared by societies and allowed them the discretion 
to sanction distribution of profits in the case of unlimited 
liability societies to their membei’s. 

Composition of the Capital of Agricultural Societies. — 
On tlie oi’ganization of agrieiiltui*al credit was necessarily 
.con'centraleJ the attention of the promoters, for it pi’esenled a ' 
far move impoi'tant and far more difficult problem than 
industrial credit. There was a great vaidcty of types among 
the agricultural societies. The commonest type, as in the 
Punjab, Burma, and the United Provinces,' is th^ unlimited 
liability society with a fee memhership and a small share 
capital, the share payments to be made in instalments. In 
some cases the system insists on comi)ulsory deposits froin 
members before entitling them to enjoy the full .privileges of 
membership. .The S3'stem in Bombay, Bengal, and the Central 
Provinces is entirely differcjit, there being no share-capital 
but onl.y .a niembei’ship-fee. Part of the .working capital is 
raised by deposits from members and other local sjnnpathisers, 
but the bulk of it in all provinces is ohtamed by loans from- 
Central and other eo-operative societies.' In all the Presi- 
dencies, the Government set apart in the initial stages every 
year a certain sum to be advanced as loans to newly started 
co-operative ' societies, usually' to an amount equal to the 
deposits from members, raised by a society. State aid in 



tlie form of money doles lias now become an exception ralliei* 
than the rule. For agricnltm-al societies generally, the main 
soni’ces of capital are shares, deposits of members, deposits of 
non-members and loans from central societies. The follow- 
ing statement .shows the pi-ojiortion of each: 


Number of Agrienltural Societies 
]Me;mbership of ” ” 

Share Capital ” 

Loans & Deposits from ilembers 
” ” Non-members 

” Societies 


36.-209 
11,75,109 - 

. Rs. 1,22,2(5,576 or 13.6 p.e. 
5S,20,595 ”6 ” 

63,:M,.-)24 ” {).{> ” 
(5,76,089 ” 0.(5 ” 


•” Provincial or central Danks 
*’ ' ” Government 
Re.serve Fund 
Total Working Capital 
Profit for the Year ‘ 


5.{;:l.4(5.!(.s2 *’ 58.5 
21,(50,910 ” 2.V 

1,28,82,0:19 ” 13.3 
9454, 89, 70(5 
30,78,118 


Constitution of Agricultural Societies. — Tlie (ypieal 
Agricultural Society in India '•oviespond.s to the KailVeiscu”’ 
society, the manageinent being trra'nitoiis, the jirofits iiuUvisi- 
l)fe, and area of work limited. The managing committee of 
' a society consists' of 5 to 9 members of Gic society, the chair- 
man being usually' the leading person in the village. The 
- daily work of the society is carried on by the secretary, but 
the managing committee supervise.s the work and has alone 
the pow'cr to admit new members, to receive deposil.s, arrange 
for outside loans, grant loans to members and take notice of 
defaulters. The accounts of tiic .society are kept by tlie 
sccretar.v and the necessary forims, papers, and books are 
usually supplied from tiie Registrar’s office to simplify the 
work of the secretary. .'The books>are kojil according to the 
l'ule,s framed by the Local Government, and are open to inspection 
by important local oflicials and the Registrar and his stall'. 
The accounts arc audited, at least once a year, by tbc auditors 
• working under the Registrars of Co-operative Societies aud th^ 



Societies are inspected from time to time "by lioiiorai'y or paid ' 
Inspectors. The loans are mostly given on tlie security of 
two co-members. ' Under tlie Act, Societies are allowed under 
certain conditions to advance loans on the lij^potliecation of 
inoveable or immoveable property, and there is nothing nnco- - 
operative in this so long as pei’sonal security, which is the 
central principle of . co-operation, is given and the borrower’s 
property is recognized as only a secondary or collateral prot'ee- 
.tion. ' Mortgages ai'e taken occasionally, especially in the 
ease of long term loans and loans for the liquidation of old . 
debts.* 

The supreme seat of authority in eo-operattye- societies is 
the 'general body of member.s a.ssembled in general meeting.s. 
At the annual general meeting held at the close of the co- 
oiDerative year, the accounts are submitted, the balance-sheet 
passed and the managing committees with the chairman and ■“ 
secretaries are elected. The general meeting fixes in some., 
provinces the borrowing limit of individual members, lays 
^.down the maximum amount up to Avhich the Managing Com- 
mittee may borroAv during the ensuing year, dismisses mem- 
‘ hers for misconduct or serious default, and settles the rates 
of interest for loans and deposits. All the net profits of the 
society are annuallj^ carried to the Reserve Fund, Avliieh is 
iiidh'isible, that is,, incapable of distribittion as dividend or 
bonus, Avhieh cannot be drawn upon without the sanction of the 
Registrar, and which must be invested in such a manner as 
the liegistar prescribes. It .is intended to meet luifornseen 
losses and to sei-A^e as an asset or securitj'" in borrowings.Bxcept 
in the (.'cntral Pvovhices and Madras, the Reserve ' Funds 
of primary societies arc generally utilised as an addition to 
their working capital, though steps* are being taken in' some 
parts of the country to stop this practice and to insist on the 
Reserve being kept oilirely apart from tlie Avorking capital 
and invested in Government seenrities or placed as floating 
deposits in Central Banks. The .general trend of opinion 


kecms to bo that primary societies should be free to utilize 
their reserve funds as part of the wox*kiug capital except 
■when tliey have considerable outside deposits and have not 
made special arrangements ui respect of fluid resource to 
cover such borrowings. 

Main defects. — The main defects of pi'imai'y societies may 
be tlms summarized. The most prominent is the evil of unpuu 
etuality. TJiis is due move to easy-going ways of life and the 
the 3iarrowness of margin between income and expenditure 
tlian to recalcitrancy. Next is the frequent apathy of the 
members iii the work of the societies owing to lack of educa- 
tion and absence of higher ideals. The general body leaves 
afl’airs at the mercy of the committee; and the committee 
transfers its powers to the chairman, secretary or some other 
member. Then 'there is the objectionable way of mak- 
ing book-adjustments and taking henami loans, A grave 
defect is the inability of the societies to act as real 
banks, receiving money when iiresentod and gi'anting loans on 
demand according to actual rcqnii’cmenls. In many a 
society, activity is displayed only twice in the year, once 
during the cultivation season when loans are advanced and 
again after harvest time when recoveries are collected, 
hloi’cover, as Die by-laws place a limitation on the amount 
of loan that can be advanced to an individual and Die financ- 
ing agejicies often cut down the loan requirements, the 
Society has, in no sense, supplanted the money-lender. 

Nou-agricultural Societies. — ^Non-agricnltural credit 
.societies have grown up in towns and cities for improving 
the economic and moral condition of persons engaged in 
liandicrafls and cottage industries, of artisans and small 
iraders, members of particular caste.s and employees of big 
firms and Government dci^artments. Non-agricultural 
societies, except those for handicraftsmen, artisans, and , per- 
sons of the poorer classes, referred to later, have usually a 

48 
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limited liability. This is due partly to the' absence of any 
assets in real -property among their members, but mainly to 
the field of their work not being compact as in the case of 
agricultural societies, where every member may be expected, ,^ 
to know every other member. Their consitutibn is basfed 
on the ‘Schulze Delitzsche’ model and in most cases the 
management is honorary though sometimes, when the sphere 
of a society’s work is extended, a paid staff is employed. 
There is in all societies a substantial share capital, payments 
being made in instalments, and the rest of the, - working 
capital is obtained by local deposits from members, and others.- 
Loans from eo-operatfve and Joint Stock Banks usually 
form only a meagre portion of the capital. 

Of the total working capital of roughly Rs. -2,17,00,000, ' 
'-50, 00, 000 represent loans and deposits from non-members, ,• 
•E.S. 17,70,000 loans from Provincial or Central Bank> Rs, 6,00,000 
deposits from members, Rs. 75,00,000 share capital, Rs. 13,30,000 
reserve fund and Rs, 81,000 State aid. At the end of every 
year one-fourth of the net profits must be -carried to the reserve. . 
fund and the balance may be distributed as dividend or bonus-. 

The Financing of Agricultural Societies. — ^As soon as the 

initial stage of the movement had passed, a very urgent problem - 

^ ' 

had to be faced. This was to finance the agi-icultural societies - 

that were growing in ail directions. And the problem was solv- • 

ed in different provinces according to the special conditions and 

the stages of development the movement had- attained therein. 

Ill Madras a Central Bank, which lent to Co-operative Societies 

all over the Presidency, was. started without Government aid as'" 

early as- in 1907. This was followed' by the starting of banlis 

at district head-quarters. ' In other Presidencies, district and 

taluka banks were established making good the deficincy in the 

local capital of .the societies within their districts, and in some 

■■ places Joint Stock Banks were persuaded to make advances direct 
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to agrieultiirat societies or througli the medium of local Central 
Banks, A large number of prosperous non-agricultural societies 
as stated above, could alford to lend to agricultural societies. 
Government aid was also freely given. With the progress of 
the movement, however, this aid was discontinued. The Bom- 
bay Central Co-operative Bank was founded in 1911, with a 
shale capital of Ks. 7 lakhs and with power to issue debentures at 
4 per cent, up to three times the amount of the paid-up share 
capital, the Government guaranteeing payment of interest on 
the debentures till their repayment. The Bank was authorised 
to lend only to registered eo-opei’ative societies all over the 
Presidency with the previous sanction of the Registar in the 

case of every individual loan. As an indirect result of the 
establi.shnient of the Bombay Central Bank, a number of district 
banks have since been started in the Presidency. 

The drawback of the Bombay and the Madras Central Banks 
is that neither of them was organized as a co-operative Apex 
Bank in the true sense of the term. In the Bombay Central 
Bank, co-operative societies are members and may be expected 
gradually to assist in shapisig its general iiolicy. The Madras 
Central Bank has been recently converted into a Provincial 

Bank working in harmony with district banks, 

C 

The eon.stitntion of Central Banks is not uniform, but the 
existing Banks may be classified under three general heads-.— 
(1) Banks of which the membership is confined to individuals 
or where societies are admitted as members on exactly the same 
footing as individuals, (2) Banks of which the memherahip is 
confined to societies, and (3) Banks which inckde societies and 
individuals as their members and secure to societies separate re- 
presentati(iu on the Board of Directors. The bulk of the Central 
Banks are of the mixed type and there are hardly any of them 
which now adhere to the old capitalist constitution. 
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industrial development of India through racial antagonism. 

Functions of Central Banks:— The functions of Central 
Banks are to balance the funds of Societies and to supply capital. 
But their duties are not limited to the provision of banking, 
facilities only, but often include the organisation and supersision 
of societies. Hence where the Central Banks are not formed 
on a capitalistic basis, they perform the functions of supervision 
and control of the Societies' affiliated to them, and in some Pro- 
vinces they also organise new Societies and even take up the 
entire educational work now done by the Registar. . • 



CHAPTER IV, 


SUGGESTIONS FOR AN INDUSTRIAL AND 
A LAND BANK. 

A review of Baiikijig in India reveals some very grave 
defects from the stand-point of a eonntiy’s hanks as active hi- 
struments in tlie cause of the eeonoinie development of the 
nation. Tlierc is no specialisation in Indian Banking. All 
the banks profess to tread the same old beaten track of com- 
inei'cial finance, ijivolving short term liquid investments, wherein 
the degree of ])rofits depends on tlie rapidity of the turn over. 
In appearance there is a kind of specialisation — ^wliieli is in es- 
sence ojily a demarcation of the zone.s of influenee or operation, 
not a real, intrinsic division of functions. The Imperial Bank 
doe.s mainly the Inxsinc.ss of public financing; the exchange Banks 
that of financing the foreign trade of India; the Ixxdian Banks 
that of tlio internal trade of tlie conniry , while the private nn- 
registeredt unofficial hankers act as the intermediaries between 
the more .orthodox banks and the inland trader as well as carry 
on Iniscellaneous money-lending on tbeii’ own account. But 
except the last mentioned — wlio.se activities are necessarily im- 
oi’ganised, uiieo-ordinated, unmotired by a definite goal hi view, 
_and, tlicrcfore, unproductive of any appreciable results — ^none 
'of the banks take up the problem of industrial financing as 
their set policy. They are not constituted nor intended to do 
so.. But because Ihej' cannot and will not deal in industrial 
finance, the need of the country in this direction is not the less 
acute. One reason, perhaps, why the existing banking institu- 
tions in India vdll not venture upon these unfamiliai*, unpioneer- 
ed tracks is the iiredominance of the foreign element in the 
Indian bank nianagement. It is not, peidiaps, that they are of 
a set purpose and deliberate intention hostile or indifferent to 
ludusti’ial development' pf Ipdia through racial antagonism. 
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That force in so far as it is vital acts only subconsciously, 
particularly in business. It is I'ather because the foreign banlc 
manager in India does not — cannot know the needs of Indian 

industry, and, therefore, does not like to venture upon the tcvsk. 

• 

It may also be — the facts of the case as we know them show 
nothing to the contraiy — that these men have no knowledge or 
experience of industrial or agrarian finance m general. And 
so, rather than expose tlieir ignoi’ance and "incompetence, they 
prefer to earn clieap ceoiiomium.s for unmerited distinction in 
the beaten path, 

The presence and predominance of tlie foreign element in 
the existing bank-management in India may explain the want 
of attention to Indian industrial finance. It cannot justify 
the prevailing apathy of the Indian peoples — or the government 
towards a most urgent need of the country. Tlie phenomenal 
industrial development of (revinany in the last half-centr\iy was 
accelerated in no small measure by the lavish — almost reckless — 
aid afforded by the big German commercial banks to the. nascent- 
German industry- Coal-mining, steel-makings ship-building, • 
electrical and chemical apparatus and products- were among the 
principal industries built up in Germany between 1870 and 1900 
almost from nothing to proportions Svhich made her a most 
serious and often successful rival to Bidtish supremacy of the 
world in industry and commerce. But that development would," 
have been impossible if the banks had considered their OAvn 
sa.fet.y first — on approved orthodox lines. We in, India have 
still immense resources to develop, and thereby solve the pro- 
blem of employment for our recklessly increasing population. 
We have had bitter expeiaence of the older banks ’ uuAvillingness, 
inability or incompetence to undertake aji tmfamiliar' task; 
-sheer prudence requires us not to shoulder them Avith duties 
they (Tanhot ‘ discharge. Industrial finance, particularly in 
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a eovmtvy like oxiys -witli knovm and unknown risks of obvious 
diffienlties and hidden hostility, -must neeessavily demand fsveat 
patience and relative disintercsteducsa, which is ordinarily im- 
possible to find amonj' private capitalists. Hence there is no 
need for a further apolopiy for the subjoined schejne for an Indus- 
trial Bank for India, — anil another for a Land Bank — wl)ich> 
it is hoped, will meet nith tlie con«kloration they merit. The 
author is' not presumpt\ious enough to ropiard them as the last 
word on the subject, which must accord m>>tly be taken in tact as 
a sort of modernised decaloiruc. lie only intends them as defi- 
nite, concrete sujiijrcstions for constructive economio stalesmau- 
ship, which he believes is very badly needed for tiie mouieut in 
Lidia. 


J. N.\,me op 'iiiE Bank. t 

1 This Bank shall be called the Indian Peoples Nation- 
al industrial Bank, Limited. 

There is no parlicnlaf mujvic in the choice of a name, 
but it is as well to indicate tlu iialional aiul popular character 
of tlie ins.tituiion 

11. OnjE'OTs OP THE Bank. 

• 2 This Bank is formed with a view to promote, inter- 
alia, the industries in India x^articularly of a manttfactur 
ing nature and operated by hand or machinery motived 
by water, steam, gas, or electricity. The objects of the 
Bank, therefore, shall be to finance such industries either 
from their very commencement, or in- the coitrse of their 
operation, or extension, or consolidation or reconstruc- 
tion, by means of simple loans, or. purchase of their 
debentures, shares. Bills or other documents, or by 
guarantee, for commission, to their customers, and by 
every other means that the Directors of tht Bank many 
deem -necessary and suitablt to given effect to this object. 
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3 In carrying 07 it the principal object of this institu- 
tion, and' for the better safety thereof, this Bank shall 
have power to take part in the management, direction 
and control of the enterprises in which it is financially 
interested; and may, to this end, depute or appoint any 
of its officers or directors to act as director, manager, 
adviser, trustee, receiver or in any other capacity that 
the exigeney of the situation may render necessary. 

These objects need no comment. Tlie powers annexed are 
a special outcome of the objects prescribed, and will be more 
fully explained, later 

4 For the clearer interpretation of the objects of this 
Bank, an Industry, suitable for assistance by this Bank, 
may be defined as any enterprise dealing in manufacture, 
construction, repair cr renewal of commodities, or extrac- 
tion, refinement and finishing of minerals as well as their 
bye-products, or transport, conveyence, storage ' and 
delivery of commodities, whether the enterprise is con- 
ducted by hand-power or machinery worked^ by water, 
air, steam, gas or electricity and employing any number 
of huuman operatives for the profit of an employer, or 
for the joint and mutual benefit of the operatives them- 
selves, or for the benefit of the community at large. 

This definition includes handicrafts as well as more up-to- 
date large-scale industi-y. It would, however, be better from the 
stand point of profit-making for the Bank, if the task of afford- 
ing financial aid to a single craftsman working independently 
ill his OAvu home is left to the co-operative credit societies? speeial- 
•ly formed for the purpose'; as it would -be next to impossible for 
such-a bank to supervise cffeetively'tlie operations and financial 
standing of such individuals. It is inadvisable’ to restrict the 
benefit of this iiistitntioii only to enterprises .organised on a 
Joint Block principle with limited liability. The priciple of 


limited liability is not necessarily a guarantee of tbe security 
and solvency of tbe enterprise. There may be firms of single 
individuals or partnerships which may be doing excellent busi- 
_ ness, and there would be no harm in allowing the Bank to assist 
such concerns, even though they may not aA^ail themselves of the 
advantages of tlie principle of limited liability- But the Direct- 
ors of the Bank would be well-advised to make a rule, rather 
than leave it to the discretion of the managers, that financial 
aid by this Bank should not as a rule be extended to small, 

. single craftsmen, though there is no reason why the Bank shoulcl 
not assist, if it can, the co-operative societies who are mamly or 
exclusively interested in financing such single workers. 

The industries included in the definition comprise all manu- 
faetures-mining ventures, transport enterprise with all their 
incidental or connected operations, from the commencement to 
the final stage. The only important industiy in the country 
that is left out is agriculture; but as the problem of agrarian 
credit has its omi peculiarities it is better to create a special 
Bank for agi’arian ci’edit exclusively. We have' provided for 
such a bank in a -later section of this chapter. It may be 
remarked here, however, that instances may occur in wliich it 
may be doubtful to decide clearly if an industry is agricultural 
or such as would come within the purview of this Bank. Tea 
or oils made from seeds, are instances in Point. The difficulty 
' would be the greater in proportion as the organisation oJ' 
industry comes to be based on the American principle of con- 
centrating all the processes and products of a principal industry 
in the same enterprise. The rule of distinction, ^if one is abso- 
lutely necessary; may be thus formulated. 'Wlienever an enter- 
prise is principally concerned with the cultivation of land and 
marketing or making up its produce into immedialely consum- 
able commodities, that enterprise should be regarded primarily 
as ag^-icidtiu-al ; and financial assistiuioe to it .should be afforded, 
- 49 
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if required, by the Land Bank. In all other instajices the assis- 
tanee may be afforded through this Bank. In practice the 
difficulty of a distinction will be very rare as it may reasonably' 
be expected thg, two institutions would work harmoniously to.- 
gether, and would be co-ordinated in their operations by their 
&ial connection in the Imperial Bank of India as provided for 
below- 

II. Capital for the Bank. 

5 The capital of the Bank shall be 25 crores, twenty- 
five crores of rupees, consisting of shares of Es. 10 each 
of uniform rights, and payable in instalments of 20 per- 
cent (twenty per cent.) of the nominal value of eaclv 
3,s follows: 


1st 

instalment 

application 

Es. 2 

per 

share 

2nd 

n 

allotment 

" 2 

»» ■ 


^ 3rs 


1st call 


»> 

>> 

, 4th 


2nd ” 

2 

>» 


6th 


3rd 

” 2 


tf 

SPfovided that after allotment, -no more insta-lment 

shall 


be called up except at an interval of not less them six 
months; and provided further that the last two instal- 
ments need not be called up ' except and unless three, 
fouths of the available working capital has already been 
invested in approved securities permitted under this 
scheme for a period of a year or more. 

The amount of the capital for this Bank may seem -to 
have been, fixed at an arbitrary figure. It has certainly no" 
obvious relationship to the financial needs pf the new industries ' 
ill India. In another work of the ijreseiit writer, Sixty' 
years of Indian Finance, (P. 270-71) tlie. total capital needs 
of India have been estimated at Rs. 1,000 crores for' a com- 
prehensive development of the entire country. Of these 
agriculture accounts for R«. 400 crores; and the old establish- 
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cxeiMption from stamp duties, or a commutation of payments 
; in lieu of stamp duties. The concession would not be mis- 
■placed in view of the services intended to be discharged by 
this institution, as also owing to the fact that the provisions 
in connection with the distribution of profits make it really 
a non-profit making concern. 

6 The share capital of the Bank shall pay interest at 
the rate of not less than 5 per cent, and the same shall be 
guaranteed by the Government of India. In the event 
of the profits of the Bank being in any year inadequate 
for the purpose this grearanteed interest shall be paid out 
of the revenues of India. 

This is the principal concession expected from the 
Government. The Industrial Bank cannot right-fully expect 
financial aid from the Government out of its various reserves; 
since the latter are ear-marked for the maintenance of the 
currency system, and cannot be made over to' an industrial 
corporation without endangering the stability of the 
'"currency system. It may, of course; be possible 

for the Imperial Bank to hold a part of the 

fiduciary reserve against the Paper currency in the 
form, of first class industrial securities ; particularly tliose 
bearing the imprimatur of this Bank. If out of a total 
fiduciary reserve of 75 crores, let us say, one-third is held 
in Industrial securities, that might enable the Imperial Bank 
to assist the Industrial Bank to the extent of 25 crores capital. 
But the larv would have to be radically altered in that case- 
not only the existing larv which excludes the Imperial Bank 
from the management of our curreiicy .system; but also the- 
project outlined in Part I of this work. 

Pending the grant of more substantial concessions 
by government, or in lieu thereof this guarantee would 
serve as well. tVe have not deemed it fit to have the -whole 
or part of this capital subscribed by Government — they, are 

not definitely excluded from shberibing as the clause stands 

not only because the resources of the Gover nmen t are already. 
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known to be se severely strained; but also because of tlie 
fact that the present government labours under a suspieion- 
not witliout good foundation-of being influenced in its trade 
. and indiTsti'ial policy by anti-national considerations. It 
_ consequently add to the bitterness of feeling already 

intense, were we to insist upon this additional function being 
taken over by government. Under the existing condition in 
India, it is best to restrict Govex'nment share in these maters 
to general supeiwision without allowing it to degenerate 
either into undue interference or absolute indifference. We 
have provided for sueli supervision elsewhere. The present 
clause demanding guarantee of interest is xiecessaiy to impart 
confidence to the investor, but is not likelj’^ to be a burden to the 
government, if we are right in the belief there is a vast 
field for legitimate industrial hanking in India. 

In eontraclistinction to government aid in initial financing 
of the Bank, one might be tempted to seek popular aid 
through such popular organisations as the Indian National 
congress for example. It i.s a great pily, however, that 
tliese bodies, wliich possess the cojifidence of the people, 
do not yet take up any constructive scheme of statesmanship, 
-in spite of all the profes.sions and advertisements a galore to 
the contrary. There is, indeed, always the danger of such 
popular political bodies wanting as much in competence as 
in efficienc3^ to undertake and carry out such projects. Their 
political aims will vitiate such constructive ventures by the 
unavoidable evil of selecting the tools to work such enterprise 
not on reasons of ability but’ rather on gr'ounds of public in 
fluence gained bj' popular oratory. In spite of this ob^dous 
‘ danger, however, the mere association with such bodies for 
purposes of capital subscription should not he condenmed out 
of hand, provided preeautioJis are taken from the beginning to 
prevent further entanglenieut into the political vortex caused 
by these bodies. It would be a genuine service to the country 
which their professions of patriotism may well be called 
upon to render ■without expectation of any further gain to 
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them in clivi dually. It is a point, however, hest left to 
discussion and settlement when the scheme is actually put 
into effect. . > ' 

The total burden of the guarantee-should it ever have to 
be made good by government — ^would not exceed, at 5 per cent, 
on 15 crores Rs. 75 lakhs or on 25 crores Rs. 125 lakhs — 
nothing in comparision to the resources of the government 
and still less in proportion to the merits of the institution. 
The analogy of the railways is too patent, and has cost us 
already too muuch, for a Goveimment really intending to rule 
for the benefit of the ruled, to refuse to afford such a slight 
concession 

7 All the shares shall he of equal va.luc for the pur- 
poses -of distribution of profit, and no priority shall , be 
■' •' given to any of them for this purpose in the event of 

any further future issue of additional capital divided 
into shares. 

8 For the purpose of voting at any ordinary or 
Extraordinary general cr special meeting of the Bank, 
each share holder, present at the meeting in person or 
by proxy, shah, have one vote only in respect of all the 
shares he may be holding at the moment. , 

These provisions are inserted to make investment in the 

I 

shares of the Bank a really safe security, with a fixed yield 
guaranteed bj" Government. The provision against discri- 
mination as between the different clas,ses of shares had to 
be introduced, so that no special- advantage may be given to 
earlier or later investors, to the prejudice' of the other. It 
would, however, he open to the authorities of the Bank to 
raise more working capital by means of debentures to wliicli 
special terms may be given. The clause limiting voting 
strength is similarly necessitated by the ' desire to keep the 
-institution 'an entirely popular one, without possibility of 
manipulation for personal ends bj’^ powerful groups of - capi- 
talists. The .concession of voting by proxy may- nullify this 
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intention by mean?? of the maximum possible subdivision of 
their holdings by interested industvialis's or eapitalists; and 
so it is to be hoped the directorate vrould make rules to 
prevent abuse of the right of voting by proxy. The other 
nlternative to gain tlie same object would have been to limit 
the holding by any person, for himself or in trust for another. 
But, at least in the initial stage of this new veture, such a 
provision might undul3’' operate as a deterrent to subscrip- 
tion jn the shai’es. We have aecordinglj'^ ruled it out, but 
it ma3' quite possibly be that to keep the Bank true to its 
original object of a popular, national institution, working not 
pi-imavil3' for profit, rnle.s may later o)i have to be made to 
prevent concentration of holdings of its shaies in a veiy few 
hands. 

IW Organisation of the Bank. 

9 The Bank shall be organised as one Central Bank 
for industrisA fmanoa for the whole of India, with its 
head office and chief seat of direction in Bombay or any 
other convenient centre to be determined by the directors 
of the Bank. 

10 The Bank, nevertheless, shall open branches in all 
the principal provinces of British India, and such of the 

- leading native states as offer possibilities for indus- 
trial finance, provided that the system of branches shall 
not be extended so as to be more than one hundred in 
all. 

' The.se provisions oufliiie the main idea in the organisa- 
tion of ihis. Bank It mvs< be a single central insVlutioii 
for the whole of India — not because we ignore the differences 
in the industrial conditions and possibilities of different 
- ])rovinee.s. /The recognition of those differences has dictated 
-the clause about provincial and other branches in this .section, 
and would be further illustrated in a later section dealing 
with -tlie management of the Bank, wherein /adequate pro- 
vision will be made to give their due attention to the variations in 
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provincial conditions. The intention, -however, of organising 
t]ie Bank as a single hoinogenions central institution is to 
secure the maximum of industrial development with the 
minimum of capital, most efficiently laid out, "We believe in the 
economy of concentrated, large scale production, and . to ' 
achieve that a central financing institution is the surest means- 

The opening of branches, in the principal provinces is 
necessary, as already remarked, to reconcile the ideal of con- 
centrated management, with that of inmper attention to the 
local needs of each province. The same argument applies 
to the case of native states who would be Avell advised to make • 
common cause with the rest of India, and join in making this 
Bank a success, instead of starting their oAvn independent 
banks^of this nature. But the system of branches must h© 
limited in the ease of an industrial Bank. It is not a trader’s 
bank, and, therefore, need not bring its facilities to the dooi^i 
of its clients by multiplying branches. Branches may, indeed, 
help to attract real savings as deposits in the Bank. • But 
that object Avould be amply fulfilled if branches are restricted 

to the headquarters of a proA'ince and the principal centres 
* , / » 
of industry therein. The saAungs of the rui’al masses, such 

as they may be, must be left to the co-operative credit insti- 
tutions and the Land Bank. Hence the limit of a . hundred 
branches in all, 

11 The Imperial Bank of India shall be requested to 
open an Industrial Department, to co-ordinate industrial 
and commercial finance in the country, and- to arrange 
for an easy transfer of liquid resources from its reserves 
or other wise in order' to render financial assistance to , 

the Industrial Bank when needed. - , 

This provision is necessary to ensure a complete coordipa- ' 
tion, and the most early and economical distribution of our na- 
■ tional financial resources. The Imperial Bank, being 'a bank- 
ing institution on the' orthodox lines of cojumercial banking, may' 
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hot itself fin’d it advisable to engage directly in financing indus- 
tries* But like the Beisch Bank of Germany, it can, if it chooses, 
render substantial aid to industry. The Beisch Bank did what 
it could under the discretion of its Direcioriim. In the case 
above we have planned for a special department of the Imperial 
Bank of India which will specialise in assisting and overlooking 
the Industrial Bank. With an Imperial Bank particularly 
anxious to economise the use of metallic money, and to that end 
ado])ting deduces like the fjiro S5’^stem of transfers; with an Im- 
perial Bank posssessing the power to manipulate the paper 
cnrrwiey system, there onglit always to be funds available for 
aiding the Industrial Bank. . And if the law is modified so as 
to permit Ihe Imperial Bank to receive and hold debentures of 
or other securities endorsed by the Industrial Bank itself as 
part of the fiduciary resciwe against the notes in circulation, — 
with, if necessary, a luaximxim proportion fixed beforehand upto 
which such securities can be received, — the whole problem of 
industrial finance ought to bo solved. 

Connection witli the Imperial Bank is further to be desired 
for the sake of facility of supervision over the working of the 
Bank. Provision has been made in a subsequent section for 
public inspection and supervision of the Bank by government- 
al agfiucy. But that agency would not necessarily possess the 
requisite insight and knowledge of banking business. It can 
at best guarantee that the affairs of the Bank are what their 
books sliow them to be. For advice, guidance or suggestion, 
this kind of inspection would be no good. The Imperial Bank, 
itsqlf as we have jDlanned it, a public institution, and inttrested 
in the financial solvency of the Industrial Bank* will fuinish the 
requisite experience of- banking mystery that will best qualify 
it to cany out the task of supervision, not as an apathetic out- 
sider but as an interested and sympathetic co-o.erator, 
AdviiJfe, and suggestion coming from the industrial department 

50 
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of tlie Imperial Bank would not appear in the light -of inter- 
ference or coercion, that they might quite probably do if 
emanating from inexperienced officials of the government. 

y. Business op the Bank. 

12 The business of the Bank shall normally consit 
of : ‘ 

(o) receiving deposits for a fixed term from the 
general public in consideration of interest the 
rate whereof may be fixed from time to time by 
the Directors of the Bank. 

(b) receiving Deposits on current account and with 
or without any fixed term from individuals, 
firms, companies with limited liability and other 
corporations in whose business the Bank is inter- 
ested financially 

(c) making loans to any of its customers described 
in the foregoing sub-clause on the Security of 
their business in general or for any part or whole 
of the property and assets engaged in the said 
business, under rules to be made from time to 
time by the Directors of the Bank as to the 
valuation of those assets, the proportion of 
advance to be made thereon, the kind or form in 
which the security is to be accepted and the 
period for which the loan is to run; 

(d) allowing overdrafts to the customers of the 
Bank as described in (b) on the general security 
of the business as a whole together with the 
personal credit of one or more of the proprietors ^ 
or directors of the business as the case may be ; 
provided that no such overdraft shall exceed ' 
a period of one year, in the first instance but 
may be renewed at the discretion of the directors 
of the Bank under rules made by them in that 
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(«) receiving loans from the Imperial Bank and 
any other or individuals for a fixed term or on 
current account under rules made in that behalf 
by the Directors of the Bank. 

These forms of business are in accordance with the accepted 
maxims of industrial finance. We must necessarily leave a wide 
margin of discretion for making rules to govern each specific 
classes of business to the Directors, as a general scheme like this 
cannot possibly provide for all likely and unlikely contingencies. 
The deposits, however, that the Industrial Bank invites and 
accepts should be for a fixed term, since the bulk of its resour- 
ces are likely to be locked up in securities that cannot be realis- 
ed all at once without heavy loss. It will not, therefore, be safe 
for such an institution to multiply its demand liabilities unduly. 
The only deposits payable on demand and for current account 
that it may safely receive would be from parties to whom the 
Bank has already rendered financial aid so great as to be vitally 
intei’ested in their success j and who would not accordingly be 
likely to make a ran on the Bank to withdraw their deposits. 
This last contingency is the more unlikely, since, as provided 
for below, the Bank would in all such cases be represented on 
the management of such concerns. The same principle governs 
the business of overdrafts. 

It is doubtful if the Bank would receive substantial aid to 
its finances by deposits. Its customers’ current account deposits 
would probably be set off by their overdrafts. The public 
deposits, even with a relatively higher rate of interest, cannot be 
expected in any very considerable quantities if conditioned by 
a fixed term. of twu or thi'ee years at least- We should be satis- 
fied if the deposits all round aggregate 10 crores for the whole 
Bank. 
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13 The Bank may draw, accept, endorse, hold buy, 
or sell, or discount any bill of exchange, hundie, cheque, 
promissory note and any other negotiable instrument in 
the general course of its business on its own account or 
or on that of its customers. 

This provision needs no comment. 

14 The Bank may, issue on its own accounts deben- 
tures or bonds from time to time, subject to the maxi- 
mum limit fixed by the total authorised capital of the 
Bank and under rules made in that behalf by the 
Directors of the Bank as to the kind of security offered 
against the bonds or debentures, their period of currency 
and mode of withdrawal, the provision for their redemp- 
tion and the rate of interest. 

The Bank may quite possibly be able to raise a very sub- 
stantial amount of working capital, if it only helps to popularise 
this kind of investment. Debentures with interest at per 
cent, or even 10 per cent, issued in denominations of 10 rupees, 
100 rupees or 1,000 rupees each, with interest warrant payable 
to bearer attached, will almost succeed in setting up a new 
currency in the countiy ; and go a long way to wean the people 
from their supposed or real hoarding habits. The bearer bond 
is yet an untried instrument in India, If issued in sufficiently 
low denominations it is bound to be acceptable to the mass of 
the people. The analogy of the Post Office War loan certificates 
makes us very optimistic about the possibilities of this instru- 
ment. If the Bank issues these debentures for a currency of 
twenty yeai’S; provides an adequate sinking fund for their 
redemption by some kind of lottery every year, the popularity 
of the debentures may be so great as to make them excessively 
tempting to the Directors of the Bank. If the funds raised by 
the Debentures have been well employed? the Directors would 
find it the most paying source of their busiuess, which they need 



not feav -wotild cause any undue sti*ain upon the Bank as it would 
be always possible to pay off expiring debentures by fresh issues, 
if only they have become popular and current. It is in view 
of this not unlikelj’' temptation that we have fixed the maximum 
amount of debentures which can at any time be in circulation 
being limited by the total capital of the Bank* But, of course, 
this limit may have to be raised if the real industrial needs of 
the country demands its extension. 

15 The Bank may, under rules made in that behalf 
by the Directors, guarantee or accept or endorse, the 
bonds or debentures, of any individual firm or corpora- 
tion carrying on an industrial enterprise in which the 
Bank is financially interested, and in whose management 
or trustees for debenture-holders the Bank is properly 
represented. 

Tliis would ho au additional means of popularising indus- 
trial investment Avith the masses of India. Tlinugh not primarily 
issued by the Bank itself, those debentures of industrial concerns 
will, when accepted or endorsed or guaranteed by the Bank, be 
as good a liability of the Bank as any other. The only con- 
solation is that the Bank, though responsible to the bond-holder, 
itself, can make good its loss if any ultimately from the assets 
of the issuing concern. For a real popularisation of industrial 
investment nothing could be better devised than this form. 
Industrial enterprise in India is still old-fashioned enough to 
rely on share capital for all its capital need ; and is consequent- 
ly driven very frequently to oA'ercapitalise and therefore weaken 
its chances of success. Share capital should be limited to the 
actual amount of fixed capital in a concern. An enterprise 
managed most econmically would endeavour to find all the 
rest of its working capital from banking facilitits. Here is a 
means — bonds guaranteed bj' the Bank 'with interest pay- 
able to bearer — ^by Avhich any good concern can raise for a 
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definite interest all its workin?. capital, reserving the balance 
of profit on the -whole investnant to the shareholders or pro- 
prietors. If the total capital needs .of an enterprise is Rs. 10 
lakhs -which could pay on an ../erage 10 per cent interest; hnd 
if 5 lakhs of this amount is needed for plant, building and fix- 
tures; then the’ share capital should be confined only to this 
5 lakhs. If the other 3 lakhs are raised by debentures of from 
five to tAventy years currency at per cent, and 2 lakhs by 
Bank overdi'af t at 6 per cent., the exiiected profit of Rs. 1,00,000, 
Avould be divided as folloAvs . — 


To 

Interest on 

debentures 

Rs- 

22.500 

if 

J) J? 

overdraft 

> > 

12,000 

a 

•Dividend ” 

Shares 

M 

65,500 


or 13 per cent. If the provision for reserve and redemption 
takes away Rs. 2,500 at per cent., even then the shareholder 
can get 12^ per cent.; while if the whole capital had been found 
by shares, the shareholders could only have got 10 per cent. 
The better security of the debenture and the greater fluidity of 
the bearer bond has been much better understood in the United 
States; and since the beginning of this year also in England. 
The public is accordingly as much benefited as the proprietors of 
such a concern ; and we doubt not but that the Bank, too, giving 
such a guarantee for a consideration or commission would be 
benefited in proportion. 

16 The Bank may, under rules made in that behalf 
by the Directors, engage in floating or promoting a new 
industrial enterprise, by placing its share capital on the 
market and underv/riting any part or whole of such an 
is^ue. 

Hitherto the business prescribed for the Bank followed the 
accepted idea of legitimate industrial banking- On this one, 
opinion is not quite unanimous. The experience of the Tata 
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Jnclustrial Bank Ltd. lias already been discussed. The reasons 
why. we cannot accept the Tata experience to negative this 
branch of industrial finance have also been outlined there. The 
German precedent is too conclusive in this regard to be ignored 
altogether and we see no reason to exclude the Bank from such 
a most lucrative source of business. It need hardly be added 
in so many words that the floating of new ventures and under- 
writing of their shares &c. must, if it is at all to be done success- 
fully, be done without an}' partiality, and with the most exliaus- 
tive inquiries and expert assurances to the Bank on the industry’s 
possibilities. If these conditions are satisfied no danger need 
be apprehended in such financing. 

17 The Bank may, under the rules made in that be- 
half by the directors, engage as sleeping or financing 
partner with any individual firm, corporation or syndi- 
cate for working or exploiting and manufacturing 
mineral or other concession, granted by a local or cen- 
tral government, and operated in the nature of a monopoly, 
provided that in such an association or partership the 
Bank shall publicly and explicitly dissociate itself as a 
corporation from any share in the actual management of 
such a partnership business, or any liability . over and 
above the definite, limited financial liability taken under 
the deed or agreement of association. 

This clause also may sound unusual, but is supported, once 
again, by excellent precedents in Germany. The mineral wealth 
of such a country like ours ought not to be made over in per- 
petual private property to individual capitalists Avho will only 
operate a mine with an eye solely to profits. And, when in 
addition, the mineral is to be operated as a monopoly, 
the necessity for some kind of public feeling being 
associated with the business becomes doubly great. It 
may be that witliout private capital being invested 
in the first instance there would be no possibililgr for 
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adequate development of mineral wealth. It may be that tbe 
very magnitude of preliminaiy expenditure in investigation &c. 
may be too great to allow the state or any public body like a 
municipality or a District Board understanding the venture. 
For such eases the association of the Bank would do all that may 
be required, and may even make a regular policy of setting aside 
a portion of its reserve funds for such investigation. But as 
the Bank is meant as an aid for the national industry in general 
it Avoidd not be prudent to suffer it to get entangled too much 
into the actual Avorking of a single concern. Hence such assist- 
ance of tlie Bank AA'ould best be rendered in the form of sleeping 
partnership Avith no other responsibility or liability upon the 
Bank as such. The laAV relating to partnerships or Companies 
in India may have to be modified to giA'e effect to this special 
position desired for the safety of the Industidal Bank. The 
exemption of the Bank as such from liability for the acts of 
the managers of such a business AA’ould not and should not extend 
to the Bank’s deputy or representative, if any, on the board of 
management of such concerns. As proAuded in the next folloAV- 
ing section, the Bank Avill almost certainly in all such cases liaA'^e 
its nominees or representatiA'es on the Board of management 
of the concerns in AA’hicli it is vitally interested. But those 
deputies must bear a personal responsibility for any acts of the 
managemeut in the details of managing the business. They 
may possibly AA'ant to stipulate for an indemnity from the Bank 
for personal liability arising out of acts done in good faith in 
the regular discharge of the duties annexed to their deputation. 
But even this mode of circumventing the main intention of this 
proviso should, if at all, be very sparingly alloAved. 

18 The Bank shall arrange to be represented ade- 
quately on the liighest directorial or managing agency of 
every concern in which it is financially interested either 
by ' making substantial overdraft, or by guaranteeing 
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indorsing or accepting any bonds, debentures or any other 
.security of such a concern, or by any other form of closer 
association whether membership of a syndicate or sleep- 
ing and financial partnership. The representatives of the 
Bank in all such cases shall act so as to- safeguard the 
legitimate interests of the Banks and shall in all such 
matters conform, to, and make the rest their colleagues in 
such a directorate conform to the rules of the Bank in 
that behalf ; but they shall not make any undue inter- 
ference in the detailed management of the concern, nor 
render themselves liable for any acts of the manage- 
ment or directorate except in so far as their special 
duties in safeguarding the financial interests of the Bank 
are concerned. In the event of their assuming or incurr- 
ing any such liability outside the reasonable scope of 
their special duties, tliej- shall have no right or claim to 
be indemnified by the Banh. 

This iii-ovi.siou follows from all that lias been said before, 
and has been worded suffieienlly fully to make all the points 
iin'olved adequately clear- 

VI. DiHKCTION and ki.\NAGEJIKN’I OP lUE B.VNK. 

19 The supreme control, direction and management 
of this Bank shall be vested in a Board of 25 Directors 
made up as follov/s: — 

(a) Eight to be elected, anually, one each by the 
•shareholders of the Bank resident in each of the 
principal- provinces of British India, provided 
that no province with a total holding of shares 
which does not exceed one- twentieth of the total 
share-capital of the Bank shall have a right to 
elect such a director ; 

(?0 Eight to b‘e elected in the annual general 
meeting of all the shareholders of the Bank 
' acting together. 
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(c) Two to be elected annually by all the share- 
holders in all the native of States where the 
the Bank has opened a branch; 

(d) Two to be elected by the Debenture holders of 
the Bank if any; 

(e Three to be nominated the Board of Directors 
of the Imperial Bank of India, one of whom shall 
be a managing governor of the Imperial Bank, 
one from among the other directors of that 
Bank and one representing the Land Depart- 
ment of that institution. 

(/) The remaining two shall be appointed by the 
Government of India from among the seniormost 
officers of its Finance Department. 

This sclieme of selecting directors for the Bank tries to give 
due representation to all the interests involved. Tlie provinces 
are represented specifically so that due attention may be paid 
to local needs. And yet an equal number is reserved for the 
general bodj’^ of the shax’eholders in order to emphasise the 
central, unitary character of this institution. The Debenture 
holders and native states may claim some representation on the 
same ground. Out of the total of 25 directors 20 are to be 
recruited by direct election. The remaining five are to be 
nominated, three by the Imperial . Bank of India, and 
two by the Government of India as each of these is sufficient- 
ly interested to be represented. The principle of recruitment 
in their case is nomination as election would not be feasible. 

20 The Directors shall hold office normally for a year, 
but shall be .re-eligible to serve again. In the event of a 
director ceasing to hold office by any of the contigencies 
mentioned in the next following section, the vacancy so 
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caused shall be filled precisely in the same manner as 
had been appied in the recruitment of the previous 
Pirector. 

21 The office of a Director shall be vacated by the 
death of a Director or voluntary retirement or insolvency, 
or the commission of any criminal offence involving a 
sentence of imprisonment or transportation, or by accept- 
ing any paid post under the Bank. 

22 The Directors shall be remunecrated for each atten- 
dance at a properly convened meeting of the Board by 
a fee not exceeding Rs. 250 in addition to the travelling 
and other out of pocket expenses incurred on that behah 

23 Wo business transacted at any meeting of the 
Directors shall be valid and binding unless 10 at least of 
the members of the Board were present. 

These provisions need no comment, beyond the remark that 
the exclusion from the Directorate of men in any subordinate 
paid position in the Bank has been provided for in the interests 
of discipline. 

24 The Directors shall, subject to the main principle 
of this scheme and in conformity with objects of the 
scheme as defined above, conduct, control, direct 
and supervise the general business of the Bank; and 
carry out its main policy as laid down by this scheme and 
elaborated in the annual general meeting of the share- 
holders of the Bank; and make, alter and amend rules 
from time to time for giving effect to such provisions of 
this scheme as require special rules to govern them. 

This provision is self-evident 

27 The Directors shall appoint aU the ofiicerss, adviser 
and servants of the Bank and make rules for their pay, 
pension and allowance, and also for their behaviour 
and relations with the Bank; provided that the supreme 
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general manager of the Bank, the chief accountant and 
. the Secretary of the Bank shall he appointed by the 
Directors’, subject to the approval of the shareholders in 
the annual general meeting assembled and the said three 
officers shall not be removed from their post except by a 
vote of the shareholders in an extraordinary general 
meeting called for the purpose. 

This provision lays down one very important limit to the 
supreme power of the Directors. The officers above-named are 
those specially entrusted Avith the actual day to day management 
of the Bank. They must be alloAved a certain assured position 
to enable them to place the Bank’s interests as considered by 
them independently and fearlessly' before the Directors, and also 
to ensure a degree of continuity in policy. 

28 The dailj'^ business at the Head Office of the Bank 
shall be conducted, under the supervision of the Directors 
and in conformity with the provisions of this scheme and 
the rules made by the Directors thereunder, by a General 
Manager appointed by the Directors as provided for in 
the next preceding section. He shall be assisted by 
suitable and adequate staff of accountants, clerks, inspec- 
tors as required by the work of the Bank. 

29 The daily affairs of each provincial Branch of the 
Bank shall be conducted by a local manager assisted by an 
advisory council of three consisting of the head account- 
ant and the cliief cashier for the branch and the locally 
elected director. 

30 The powers of the General Manager and the 
Branch Managers shall comprise all forms of the acti- 
vities provided for in this scheme and regulated by special 
rules passed in that behalf by the Directors. 

31 Once at least in each calendar year a general 
meeting of the Shareholders of the Bank shall be held to 
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consider and adopt the balance sheet of the Bank, to 
review the general character of the business during the 
past year, and to determine any question of policy that 
may have been specially raised for consideration and dis- 
posal at the general meeting. 

32 The Provisions of the Indian Companies Act 1913 
shall apply as to the calling of a special of Extra- 
ordinary General Meeting of the shareholders, as well as 
to the nature and conduct of business at such extraordi- 
nary or special meetings. 

33 Provision shall be made at each annual general 
meeting' for the proper independent audit of the accounts 

of the Bank; and such auditors shall be required to sub- 
mit a detailed report on the operations of the Bank 
together with such suggestions as they may deem 
necessary for the proper conduct of the Bank. 

34 The provisions of the Imperial Bank Act shall 
apply as regards the government inspection of the affairs 
and proceedings of this Bank. 

VII. Profits op the Bank, 

35 The Profits of the Bank, after all the expenses of the 
v/orking of the Bank have been met, and due provision 
made for the depreciation of all the v;asling assets held 
by the Bank shall he distributed as follows : — 

(ff) payment of the guaranteed minimum of interest 
on each share. 

(h) out of the balance, if any, assignment of 25 
per cent, to the Reserve Fund every year.' 

(c) and the remainder to be shared equally bet- 
ween the shareholders and the Government of 
India, 
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As we intend this institution to he worked as a cone'em not 
primarily for profit-making, it wonld be desirable to lay down a 
maximum percentage that can nnder any circumstances be dis- 
tributed as Profits among the proprietors- As, however, such 
an outright indication of socialistic designs might frighten away 
capitalists, we have elaborated above the next best alternative 
of a guaranteed minimum of interest being made the first charge 
on the profits ; next a handsome provision for a general Reserve 
which will of course be over and above the special Reserves or 
sinking funds created against each issue of debentures or other 
such liabilitj^ of the Bank ; and finally an equal division of the 
surplus between the government and the shareholders. The 
former may justly look to sharing in the profits of this institu- 
tion since tliey have also given their guarantee for a minimum 
return on the shares, even if we leave out of account the more 
radical dictates of socialisation. 



A LAND BANK FOR INDIA. 


It is unnecessary, after gmng a detailed scheme for the 
establishment of an Industrial Bank in India, to give more than 
a general outline of the idea underlying the creation of a special 
Land Bank, particularly told off to improve agriculture in India 
by means of additional capital investment. The productivity 
of agriculture in India is, in my opinion, capable of considerable 
improvement if only sufficient capital were invested in it. The 
c.^isting agricultural co-operative credit societies are meant to 
organise personal credit; and, therefore, grant loans, the objects 
of •which they have neither the desire nor ijower to investigate 
into. Loans may be, and are, granted bj’- them to pay off old 
debts; to defray the expenses incidental to ceremonial occasions; 
and, occasionally, to buy cattle or seeds, to sink wells, or to 
can y out any similar operation of specific agricultural improve- 
ment. But the primary intention of these societies being to 
save the members from the clutches of the usurers they are unable 
to pursue a loan into the details of its employment. Their 
activities, accordingly, do not help to avoid the problem of 
agricultural improvement. A special Land Bank, definitely 
started to provide the necessary capital for introducing the 
latest impi’ovements in agriculture with a view to increasing 
its productivity, is thus absolutely necessary. It may be creat- 
ed by the amalgamation of all the co-operative societies ao-^v 
engaged in improving agrarian credit) or, better still, as an 
independent, concurrent, institution specially created for the 
purpose. 

The Landschaften in Germany, which we would adopt as 
the model for the kind of Land Bank we have in view, were 
based on the idea of substituting the organised mortgage for 
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individual pledging of land in 'wliieli the debtor .and creditor 
dealt direc%. The Land Bank serves as an intermediaiy hetr 
ween the estate needing credit and the capital seeking invest- 
ment. Its advantage is to institute a land mortgage bond pay- 
able to bearer, and secured by the credit and the assets of the 
Bank. Being in touch with the general money market of the 
country, tlie Bank is able to obtain money on much cheaper 
terms .than the individual mortgagor would have been able to do ; 
and the security' it puts forward, a draft payable to 
bearer— -n mild practmally a1 tract all the real savings in agrarian 
districts, as well as others if its rale of interest is appreciably 
better. The German Landshaften are public institutioiis, 
with their Boards of Directors having the character of public 
anthorities, their higher officials being chosen by credit unions 
and their appointment ratified by the head of the state. They 
arc invested by law with various and coimiderahle privileges, 
the mo.st important of wliicIi are: (a) the right to levy. execirtion\ 
on mortgaged veal estate ivithoni legal proce-ss; (&) the mort-, 
gagee's right of foreclosure is in their ease extended, under the 
statutes of the instiUition and with the consent of tha^state, to 
per.sonal property; (c) the coercive management by the Bank 
of mortgaged estates; (c?) its demand for sale of the mortgaged 
estate is to serve as a substitute for the title of the pi’operty 
foreclo-scd; (c) in ease of waste or loss the seizure can be execut- 
\ed by the landschaft, in stead of bj- the court, upm\ the moveable 
properly of the debtor; (/) the permission for investment of 

TiXist Funds in the .securities of these Laud Banks, s 

\ 


The.se bunks grant loans in j)roportion to the needs of the 
estate, to any member, of the Landschaft, which is formed by an 
asssoeiation of the estate owners in a given area. The Bank issues 
mortgage bonds bearing iniere.st and jmyable to bearer. These 
bonds arc obligations of the Land.seluift ' which are to be eon- 
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sklei'ed as fiuitled oi) a niortfracfe claim of the same amoxmi. The 
lesal eonneelioii belAveen the mortgage bond aiid the hypotheeat' 
eel estate Avhieh supports them is evidenced by the fact that the 
mortgage bond is drawn up by a special commission of eonti-ob 
which must he convinced, by looking througii the mortgage 
doeumcjits in qtiestion, of tlie existence of an equivalent amount 
of mortgageable property. As there is provision for the stamps 
on each moi’tgage the Land Transfers Eeeords office can take 
notice of the ti'ansfcrs, and would not cancel a mortgage unless 
, it is convinced that an equivalent amount of bonds in circulation 
have been withdrawn. 

This brief description, .summarised from the “Miscellaneous 
Articles on German Banking” imblished by the American Na- 
tional ^Monetary Commission, of the most successful 
instance of agrarian credit organisation for productive purposes, 
may be taken a.s a basis for a similar institution in India. 
Leaving the Co-operative credit Societies to do the kind of busi- 
ness they are now handling, we may yet Jiave a Central Land 
Bank — oi’ a department of the Imperial Bank fiuictioning as the 
supervisor and co-ordinator of all the local institutions of this 
kind. They would best be formed out of associations of land- 
holders in each district. It would be easier for the larger land- 
loi’ds of Bengal or U, P. tlian for the small peasant-proprietors 
of Bombay or Punjab, to make up such collective association for 
supplying productive capital; but it is not impossible e'en for 
the latter to extend or develop their co-operative model into a 
P’xductive financing institution by association of all aiiits in 
a given village for example. This association — ii:adc into a 
specuil Bank by a special la%v— may acquire a general lien on all 
the estates of the associate.s, and create bonds on the security 
of these estates jointly and severally for selling in the open 
market. ’ J^efore, -however, anj' bond is imt into 
actual circulation, it woiild be numbered and further secured 
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bvi tile "iiai'antec — oi' mortjyaire a^ahist it of a specific estate 
o\ 7 t of the association. If the bonds ave made payable to beavcri 
o and of round, convenient amounts suitable for larp:e and small 
investors, it may be necessary to sub-divide a large estate into, 
several blocks of equal valxie; the lionds issued against all of 
these blocks mould of course have the joint security of the 
Avhole estate; but a certain kind of priority may be 
established as hetmeen the various bonds on the aiialogy of 
. priority aiJoAved as beUveeu several mortgages of the same pro- 
perty under the existing law. Thus if an association of land- 
oAvners in the Gorakhpur district of the ITnited Pi’ovinees issues 
10 bonds against estate A, the bonds may be numbered, Goi'akh- 
juu^ assoc. A ], 2, 3, &e. Each bond is of course in the last in- 
stance-secured by the collective security of all the estates under 
' ■(he association. But Bonds A 1 to A 10. are to be satisfied in 
soiial order in the first instance oa’I of the estate A- In this con- 
nection the problem of valuation, the investigation of other 
charges upon the estate &c. will figure very seriously; and the 
directorate of the association will have to be empOAvered to make 
' statutes to govern vahiation of estates as Avell as the amounts to 
be advanced against each, and the objects of the advance. This 
AA'ill afford the most acid test for the practical success of the 
Directors, 

The bonds Avill be issued in the first instance to the borroAver, 
who may sell them all or as many as lie likes, in the open market. 
Being payable to bearer after a definite period, and carrying 
good interest in the ineanAA'liile, tins form of security ought to 
prove very attractive in the shortest space of time> if our as- 
sumption about the possibilities of increasing agricultural pro- 
ductivity in India is correct. The borrower AAmuld, of course, 
be bound to establish Avitli the Bank a sort of amortisation fund, 
under Avliicli every year he Avpuld have to pay that rate of inter* 
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I'st w'liicli is ajiveed to be paid mi tlic'bond, plus a fiudboi* pai’- 
eentage calculated to pay off also tbe capital charge iu the stipu- 
lated muuber of years- The association may bold its own*bouds, 
and iu that case the iuteve.st paid would coustitute its profit. Tt 
will ursually, however, prefer tf> di.s])o.se of these bonds to the gen- 
eral invo'-ting public, or iiledge tliem to the Iinpe3'iiil Bank in ex- 
change for cash advances, which the latter can make tlie more 
easily if it is permitted to hold a portion of these as r’osei’ve 
against the currency notes. The cash obtained — whether by 
direct sale in ojien market by the borrower himself, or through 
. The association — would he, must be. invested in agrieultux’al 
development only. The as-nciation would have to make nxles 
to guarantee that its loans are put to the uses specifically appi'ov- 
ed of. In the event of a default it must have powers of enmpul- 
<sory substitution of its own direct management iu place of the 
defaulting owner, as well as the other privileges enjoyed by the 
flerman Landscliaften about exeeution, foreclosure &c. dcsci’ibed 
above* 


In giving effect, to these last privileges, eonsidcrable modifi- 
cation would luu'c to be made in the Land Revenue Collection 
procedure of the Covernments in India. Even if the Land 
Jicvenue demand enjoys a pidority of claims, tlie Land Bank'.s 
claims — being a publicly registei’ed mortgage, — must be given 
,a Apriority ne.xt in order. Jlnd if tlic estate owners 
in a distrii't where the Zamindari system prevails 


r the villan-es iu 
combine t!b’ form snch 


a Rj'otwari ])rovince — .'•houUl 
as.soclation’, thiJ entire land 


revenue PoIiex4iU}^>t j>y ipodified (o.ixcrniit of such associatioji, 
and joint exploitation of the, .Laud- If necessaiy the Bank 
may even gu;u’autee''the I.,ancl''!^eveuue dennijid ; hut the demand 
and its collection mm.^jm.t be allowed — as it lia.s done so far — 
to iutex-fere with the iigi'icultural improvement of the ci'untr;j'. 
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The law of ecjual division of anecstral properly ■would also need 
to be aeeordinglj" modified, thoii<rli this last may best be achiev- 
ed by the statutes of the association pledging the borrower to 
prevent his property’ being broken u]) until the debt is cleared. 

To ■^veld all the different district associations into one Clentral 
Land Bank) a special body maj'’ be formed Avith its own subscrib- 
ed capital and its oavu bonds issued on the collectWe land secu- 
rity of the country- Jf, hoAvever, the lm])erial Bank of 
India is authorised to extend its activities .so as to euA’eloiAe these 
associatio}is and assist tliem, nothing could be, more desirable. 
In that event it Avould perhaps be much better if these institutions 
remain decentralised units. 

If the Banking needs of India are met as outlined' aboA’e, 
there -is no' reason Avhy the dcv^clopmejit of this country simul- 
taneously in all directions should not proceed at a rate desired 
by all the truf lovers of this country. 




